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THE PUBLIC SERVICE AND THE PROFESSIONAL 
SOCIAL SCIENTIST* 


JAMES W. MARTIN 


Commissioner of Revenue of Kentucky 


There has been much discussion of the extent to which social 
scientists should participate in the public service and the effect of 
such participation on the quality of the service. Relatively little 
has been said as to the influence of the public service on the social 
scientist. It is true, there have been newspaper comments from 
time to time concerning the necessity of maintaining a spirit of 
academic detachment or a contact with the realities of social life, 
but for the most part these comments have been offhand; and there 
has been little attention given to systematic reflection on the sub- 
ject. It is proposed, therefore, to consider some of the conse- 
quences for the social scientist himself of active participation in 
the federal, state, and local civil service. The question, briefly 
put, may be stated, what does the public service do for the social 
scientist? 


I 


Before coming to grips with the issues raised, it may be worth 
while to consider on the one hand the characteristics of the social 
scientist that distinguish him from other persons writing about 
social life and, on the other, some classification of the types of 
participation in the public service open to the social scientist. 

It is essential to success as a social scientist that the student be 
able to deal objectively with his problem. The economist must 
be able to arrive at judgments respecting the economic relation- 
ships he studies, and his judgments must be based on evidence 
rather than on prejudice. In this sense, academic detachment is 


* Presidential address delivered at the Ninth Annual Meeting of the Southern Economic 
Association, Atlanta, Georgia, November 6, 1936. 
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an essential characteristic of the successful social scientist, whether 
his specialty be economics, political science, sociology, or public 
law. On the other hand, certain dangers lurk in the ideal of de- 
tachment which, in itself, may be quite proper. One of the most 
pernicious evils of the pathological case is that it results in in- 
ability to observe and classify the actual facts of social existence. 
This characteristic may be illustrated by Senior’s economic theory. 
In the beginning Senior made it clear that his assumptions were, 
to a considerable extent, unrealistic. At best they were merely 
approximations. In the end he seemed, however, to conclude 
that the results of his deductions from these unrealistic premises 
conformed with actual workaday life. This type of economic 
theorizing is extremely valuable, but the economic theorist should 
always be skeptical of his own conclusions; and failure to partici- 
pate actively in the economic life about him may lead him to 
reach conclusions thought to be true to life though derived from 
premises only approximating actuality. 

This point of view has been emphasized by such scholars as 
Alfred Marshall in his Principles of Economics and elsewhere in the 
insistence that deductive reasoning should always be checked 
against objective reality. However, Marshall’s method of check- 
ing was that of observer rather than of participant—a method 
meritorious in some respects but subject to severe limitations. 

Ideally, of course, the social scientist should be able to achieve 
an atmosphere of academic detachment and at the same time he 
should be well informed respecting the working inter-relationships 
of social life. Probably the only way to be well informed is to 
become an actual participant rather than merely an onlooker in 
the social activities around him. 

It is important, in order to answer our original question, to 
consider what influence the public service has on the scholar and 
to inquire whether all branches of the public service affect the 
student’s thinking in the same manner. In this connection the 
first step should be to inquire what avenues of the public service 
are open to the professional social scientist and afterward to 
consider the extent to which the several branches affect the think- 
ing of the student of social affairs. 

In making this analysis it is perhaps artificial to ignore what 
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might be called apprenticeship service by persons employed as 
stenographers, clerks, machine operators, etc., prior to comple- 
tion of their formal training. As a matter of simplifying the dis- 
cussion, however, this phase of civil service experience will be 
omitted. 


Il 


The most obvious type of participation in the public service is 
general advisory aid to policy-making officials. This is a func- 
tion essayed by most social scientists at one time or another and 
may be regarded, generally speaking, as having little or no bear- 
ing on the present problem. Everybody, whether social scientist 
or not, is prepared to give generalized advice; but this type of 
activity, though a valuable one for both the public and the social 
scientist, involves only incidental participation in the actual 
process of government and is, therefore, of negligible importance 
one way or the other in the training of the economist or political 
scientist. 

A second type of advisory assistance respecting matters of policy 
involves closer contact with governmental processes but is still 
essentially separate from actual participation in the civil service. 
It is that advisory activity of the social scientist who has made a 
careful investigation of a particular set of circumstances and 
undertakes to advise respecting desirable legislative or adminis- 
trative policy with regard to the subject matter of his study. This 
type of activity is well illustrated by the special surveys of general 
state administration made by political scientists, similar surveys 
of taxation made by economists, and investigations of public 
utility control made normally by economists in collaboration 
with engineers, attorneys, accountants and sometimes others. 

The active participation of the social scientist in this type of 
advisory service will often teach him that distinctions he has 
been accustomed to draw and judgments he has previously formed 
are too crude, in the light of facts, to deserve much consideration. 
The work of the social scientist in connection with this kind of 
advisory activity is analogous to that of the attorney who first 
begins the practice of law. He has previously studied the deci- 
sions of the courts and has possibly analyzed numerous actual and 
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imaginary situations in the light of the law, but he has not previ- 
ously defended a felon and hence been called upon to see his prob- 
lem in the light of the specific facts of the individual case and 
to draw the nice distinctions that, in order to be successful, he 
must make. 

But the participation in public service that comes closest home 
and influences the thinking most is actual administrative, legisla- 
tive, or judicial functioning. Such activity may fall ina number 
of categories. First of all, there is the technical research worker. 
For instance, the agricultural economist employed by the Depart- 
ment of Agriculture at Washington, or the student of marketing 
who is a member of the staff of the Bureau of Foreign and Domestic 
Commerce will usually be engaged in activities not unlike those 
that a college professor would follow. However, one can scarcely 
participate intelligently in such technical research work without 
learning many things respecting the behavior of government on 
the one hand and the relationships between private individuals 
and between private individuals and the government on the other 
that the professional social scientist in the university would per- 
force be denied an opportunity to observe. 

In the second place, the social scientist may be employed as a 
technician incident to the work of a special investigating commis- 
sion or committee, either as a member of the committee or as a 
staff worker for such an agency. Legislatures and executives re- 
sponsible for designating special investigating commissions or 
committees sometimes take the view that a citizen body assisted 
by technical experts is to be desired. In other instances they 
provide that the members themselves should actually function 
either with or without the advice of technicians. Both of these 
forms of technical service must involve careful investigation and 
reasoned expert judgments; and the results must be susceptible of 
effective defense against attacks by political or other opponents 
of sound policy. 

A social scientist, because he is a technical expert, may be em- 
ployed as an administrator—without responsibility, however, for 
the determination of policy. The best known examples, perhaps, 
of this type of activity are found among those who have adminis- 
tered various W.P.A. or P.W.A. projects. The management of 
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these projects in such a way that effective results are obtained may 
be regarded as a substantial administrative achievement. 

Another variety of this level of participation in government is 
found in Kentucky in the divisions of most statutory administra- 
tive departments of state government. In the Department of 
Finance, for example, administrative policy is determined by the 
Commissioner of Finance, with the approval of the Governor, but 
the Director of the Division of Personnel Efficiency is a technical 
worker. His function is to see that the personnel program for- 
mulated by the General Assembly of Kentucky is administered in 
keeping with policies determined by the Commissioner. Other 
illustrations might be cited, but these are sufficient to define clearly 
this class of technical public employment. 

The student of government, economics, or sociology may be 
employed as a technical specialist on particular phases of public 
policy. As such he serves in an advisory capacity, but his ad- 
vice is often so intimately tied up with legislative or administra- 
tive action that he must have a variety of technical abilities that 
would be entirely unnecessary for the surveyor type of government 
adviser. This character of employment is illustrated by the work, 
for example, of the staff employed by the Joint Committee on 
Internal Revenue Taxation of Congress. Mr. Parker and his 
associates are called upon not merely to advise the Ways and Means 
Committee or the Senate Finance Committee respecting the con- 
sequences of proposed legislation but must actually draft the de- 
sired changes or, in many instances, the original bill in keeping 
with the policy defined by the committee. In order to do this, 
the gamut of legislative, economic, social, governmental, and 
often engineering problems must be so intimately known that 
they will rarely be overlooked. 

A final type of service for the technician is that of the policy- 
making official. The social scientist may become a member of 
the city commission, of the state legislature, or of Congress. 
Again he may be mayor of his city, governor of his state, or head 
of one of the departments of government at any of these levels 
responsible for administrative policy. In any of these several 
capacities he gets a variety of training that he can secure in none 
of the others. For one thing the niceties of inter-relationships in 
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social and economic life are called to his attention with a force 
completely lacking in any of the branches of the service which 
involve merely expertness as a technician. 


Ill 


Ignoring, for the sake of simplicity, the apprenticeship and 
advisory service possible for the social scientist, it is important 
to consider what actual participation in governmental activity 
does for the student of the social sciences. It is the suggestion 
of those who invented the term ‘‘brain truster’’ as a symbol of 
contempt, that social scientists, having become completely de- 
tached from actual reality, are incompetent to participate in 
governmental affairs in any responsible capacity. This same 
appraiser is likely to arrive at the contradictory conclusion that 
if, perchance, one of these incompetents should be employed in 
governmental activity he would, of necessity, he robbed of his 
valuable characteristic of detachment and be rendered permanently 
unable to arrive at a judgment in the light of social facts. This 
viewpoint, of course, ignores the distinction insisted on by politi- 
cal scientists traditionally and exemplified especially in the public 
service of Great Britain, between the distinctly political functions 
of government and the technical administrative functions. It 
fails to observe that a technical administrator could scarcely be 
infected with the virus of political partisanship if his job were 
simply that of performing a technical task. Moreover, this 
viewpoint fails to recognize that it is possible for a person to 
function in politics as a partisan politician and in a research library 
as a technical student of government, economics, or other social 
science. 

The dangers of innocuous desuetude that threaten the type of 
scholar who is completely removed from workaday life are per- 
force eradicated by participation in the public service except in the 
capacity of technician having no administrative or policy-making 
responsibility. Even in the latter capacity the live social scientist 
is likely to come closer to the facts of social relationships than he 
has been accustomed to do previously. 

This shows the necessity of the facts of social activities and 
social relationships for the person who would reach correct 
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conclusions. In academic circles there is substantial danger 
that the facts of objective life that are in the nature of by-products 
will be ignored. For example, the economist may talk glibly 
about elasticity of demand for this, that, or the other product 
without recognizing that in actual life elasticity may be very 
great at one particular step and only slight at another. For 
example, it appears that the difference between the amount of 
Coco-Cola that a given market will absorb at five cents and at 
six cents a bottle is substantial, though the difference between the 
amount that will be purchased at six and at seven cents may be 
insignificant. It is not improbable that more may be purchased 
under certain market conditions at ten cents a bottle than at nine 
cents. The significant fact is not that one price is higher or lower 
than another, but an alteration in price may develop a by-product 
in the nature of change-making, which is more significant than 
the rise or decline in price as such. Similar theoretical considera- 
tions have been pointed out by economists on many occasions, 
yet it is often overlooked. Another instance which has probably 
come to the attention of every thoughtful economist is the distinc- 
tion between diminishing productivity (diminishing return) and 
increasing cost. This distinction was clearly drawn, for example, 
by Alfred Marshall but was almost completely lost in the discus- 
sion that followed. As a consequence, thinking became muddled. 
Such oversights could not occur with as great frequency as they 
actually do if economists were more active participants in business 
or governmental life. 

Another type of shortcoming on the part of social scientists is 
illustrated by the absence from textbooks and from academic dis- 
cussions of vital problems incident to clear distinctions. Illustra- 
tions of this point may be found in the glib assumption that an 
excise on the sale of a particular class of commodities defines with 
sufficient clarity the scope of a tax. For example, in imposing so 
simple a tax as one on the sale of cigarettes there are hundreds of 
borderline cases in connection with which a decision must be 
made, often almost arbitrarily, as between taxing and not taxing 
a given transaction. Some of these necessary administrative 
decisions involve points so intricate that only a decision of the 
Supreme Court of the United States, or in some cases several deci- 
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sions, can define the borderline between taxable and non-taxable 
transactions. All this necessity for careful distinctions and this 
collapse of categories must be re-defined by the social scientist 
who essays the task of actually administering a cigarette tax law. 
The textbook writers err grievously if they convey the impression 
that their definitions of categories are anything more than the 
roughest sort of approximations. 

A third illustration of the necessity of more facts such as can 
be secured best in the public service is found in the failure on the 
part of many social scientists, even governmental experts, to ap- 
preciate on the one hand the necessity for, and on the other the 
serious handicap imposed by, governmental red tape. It is a 
common misapprehension, for example, that ‘‘it would be better 
from an administrative viewpoint if assessment and collection of 
all taxes were centralized in the hands of the federal government.”’ 
This judgment may or may not be sound in itself, but it suggests 
the probability that its proponent overlooks the gravity of the 
greater amount of red tape necessary to operate a big governmental 
enterprise such as the government of the United States as com- 
pared with the relatively simple set-up essential to the adminis- 
tration of the average state government. The point may be illus- 
trated by the story told by the head of one of the subdivisions of 
an excellently administered department of the federal government. 
This gentleman, who incidentally is a social scientist of national 
reputation, indictated that on one occasion it required two weeks 
to get out a telegram instructing field representatives to supply 
certain needed information. After the expiration of the two 
weeks, it was too late to use the information. In the state govern- 
ment of Kentucky if one of our division heads needed comparable 
information from one of the field representatives of a department 
he would simply send the telegram without the necessity of any 
delay. Of course in state government as in city or even county 
government, there are certain elements of red tape, that is, formal 
procedure with which one must conform; but in such a small 
scale government the danger of getting completely wound up in 
the procedural restrictions is very slight. 

The discussion thus far should convey the impression that public 
service offers valuable training for the social scientist and in- 
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volves handicaps which are, relatively, very minor in character. 
One remaining question, however, should be raised in this connec- 
tion. Are we to conclude that the public service is definitely 
superior to private business, social welfare, or other social experi- 
ence in the education of the social scientist? The answer depends 
upon what particular phase of social science activity is to be em- 
phasized. If economic theory is the field of specialization a more 
catholic experience can probably be obtained in private business 
than in the civil service. However, the public utility, marketing, 
and labor economist, political theorist, or public administration 
expert will find a more liberal education awaiting him in the 
public service than in privateemployment. The task of the public 
utility commission is to see not isolated facts but fact relation- 
ships. The student of such affairs comes in contact with a large 
variety of facts and with facts of greater average significance than 
does the same person employed by an individual utility enterprise. 
Similar reasoning applies to the training for many other phases of 
social science specialization. It is fair, however, to observe that 
in many of its aspects the education one enjoys in private and in 
public employment is complementary and to some extent over- 
lapping. 


IV 


It may be concluded, if the observations presented above are 
sound, that experience in the public service is a fundamental ele- 
ment in the education of many social scientists. This is especially 
true of those concerned with all phases of government or with 
public policy toward such matters as utility regulation, control 
of banking, and industrial relations. 

In the second place it seems fair to say that the advantages of 
the public service as an element in the education of the economist, 
governmental expert, or sociologist greatly outweigh any danger 
of the student’s becoming a partisan politician rather than a social 
scientist. Indeed, the administrative, as distinguished from the 
political, branches of the public service, offer little opportunity 
for developing a partisan political viewpoint that does not exist 
in the universities or research institutes. In the case of most 
political officials, the job of executing their tasks is likely to out- 
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weigh greatly any tendency toward partisanship that the public 
service may tend to invoke. 

In the third place the public service and the ‘“‘professorish’”’ 
ignorance of what goes on in the world, that gave rise to the op- 
probrium “‘brain truster,’” are well-nigh mutually exclusive. In 
most branches of the public service whether of federal, state or 
local government it is impossible for the worker to be so divorced 
from business and social life as to maintain the complete detach- 
ment that characterizes a few members of our social science facul- 
ties in universities, and that is altogether inconsistent with effec- 
tive service as an economist, political scientist, or sociologist. 























WHO PAID THE PROCESSING TAXES—THE 
FIRST TIME? 


WIRTH F. FERGER 
U. S. Department of Agriculture, Washington, D. C. 


Even though all discussion of processing taxes under the Agri- 
cultural Adjustment Act now assumes a ceftain post-mortem 
aspect, by the same token frank surveys of the basic economic 
principles involved can now be undertaken free from the flavor of 
defensive propaganda. Furthermore, Congress will have to face 
the decision whether to appropriate funds to pay the claims of 
processors for refunds of taxes paid under the law now held in- 
valid. Over one and one-quarter billion dollars were involved in 
the processing and related taxes levied under the Agricultural Ad- 
justment Act, including both taxes paid and subject to refund, and 
those unpaid and subject to possible ‘‘recapture.’’ An institution 
whose immediate effect involved the transfer of wealth to the ex- 
tent of one and one-quarter billion dollars should be important 
enough to warrant sufficient study of the results achieved to un- 
derstand the working of the fundamental economic forces con- 
cerned. It is not too early to begin preparations for aiding re- 
covery from the next depression; and even though no one expects 
that exactly the same techniques will be found suitable under the 
different conditions sure to be encountered, a critical study of the 
economic institutions recently employed should reveal some un- 
derlying relationships that may be utilized later. It is the 
author's conviction that, despite a good deal of talk about the 
equilibrium of prices, production, and purchasing power, most 
economists imperfectly realize the purpose and accomplishments 
of the Agricultural Adjustment program. 


I 


Considerable argument has been heard as to who bore the burden 
of the now-defunct processing taxes. On one hand, the Agricul- 
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tural Adjustment program was denounced as class legislation, 
taxing city consumers for the benefit of farmers. Mr. Justice 
Roberts in the Butler decision characterized the object of the Act 
“to take money from the processor and bestow it upon farmers.”’ 
Again, in over 1,500 cases recently before the courts, the proc- 
essors were claiming that they paid the tax. And finally, some 
people hold (and at one time the meat packers also made this 
claim) that the tax burden fell on the farmers. Who, as a matter 
of fact, did pay the processing taxes, in the sense of bearing their 
burden? What was the ultimate incidence of the processing taxes, 
and what part did the program of the Agricultural Adjustment 
Administration play, constructively or as an impeding force, in 
the recovery of 1933 and subsequent years? 

Undoubtedly, the tax was collected from the processors. But if 
they were able either to raise the price of their products or lower 
the price of the raw materials they bought, obviously they did 
not really bear the burden of the tax but passed it either back to 
the farmer or forward to the consumer. The figures showing the 
spreads or margins between the prices which processors paid for 
their raw materials and the prices they received for their products, 
tell the story clearly, in the case of most of the commodities sub- 
ject to the taxes. It just happens that in the case of both hogs 
and wheat the processing taxes almost exactly equaled the margins 
which existed for many months prior to the tax. The subsequent 
net spreads, however, instead of vanishing, remained substantially 
identical, the gross spreads (including the tax) being just double 
what they had been. On the termination of the taxes early in 
January, 1936, the margins again declined by the full amount of 
the taxes. In other words, the spreads widened by just the 
amounts of the taxes, leaving the net margins to the processors 
unchanged. In the case of cotton, the gross spread increased by 
much more than the processing tax, due to the speculative fever 
in the spring of 1933 and to the increased labor costs incident to 
the adoption of the N.R.A. Code for the industry just before the 
imposition of the processing tax. Chart I shows graphically the 
situation in wheat. These processors have, as a class, demon- 
strably not borne the burden of the processing taxes on their raw 
materials. 
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In a certain case that was before the courts when the Butler 
decision was handed down, a rice producer claimed that he paid 
the tax—that he, a farmer who had not chosen to come under the 
benefit payment scheme, was being taxed in order to pay benefits 
to other farmers who had come under the scheme. But when 
this farmer was able to obtain 57¢ per bushel for his rice in late 
1935, whereas in 1932 rice sold for 39¢ per bushel, it is rather hard 
to see what complaint he had. The same might be shown for 
the other commodities on which processing taxes were levied: 
their prices after the taxes were imposed were universally higher 
than they were prior to the initiation of the processing taxes. 
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This leaves only the consumer, but he has his defender in those 
who, by a reference to the analysis of the elasticity of demand for 
commodities, show that no one can force consumers in a free 
economy to pay more than they are willing to pay for a given 
sized crop. If the price of a commodity is raised by some arbi- 
trary action, no one can prevent consumers going on a strike or 
shifting to another commodity. This is what the packers had in 
mind previously when they were fighting the Agricultural Ad- 
justment program in behalf of the farmers. The fact nevertheless 
remains that consumers are paying higher prices for these products 
than they were before the processing taxes were levied. But it 











258 WIRTH F. FERGER 


has been pointed out that the hourly wage rates of employed 
workers in industry have risen sufficiently since 1932 in relation 
to the increase in food prices, so that “‘real prices’’ (to reverse the 
concept of ‘‘real wages’’) have not risen at all. It might be ob- 
jected that this is dodging the issue, because wage rates have 
nothing to do with processing taxes or with deciding who pays 
them. But that is just the point: wage rates and volume of em- 
ployment do have a very direct connection with processing taxes 
and the Agricultural Adjustment program, of which they were an 
integral part. 


II 


It has often been contended that ‘‘an Act of Congress cannot 
create wealth,’’ and that we must beware of proposals to raise 
ourselves by our own boot straps. It is submitted that there is 
nothing commoner in economics than such feats of economic 
levitation—unless it be acts of economic suicide—if by this we 
mean the self-organization of the members of a society to promote 
their economic interests. Starving in the midst of plenty, un- 
employment in the presence of idle productive facilities, these are 
nothing but economic suicide; and if the term ‘“‘levitation’’ be 
applied to the correction of this condition, no stigma of illogic 
can attach to the word. An elevator is merely organized man 
pulling himself up by his boot straps, applying the laws of physics 
in their proper sphere. In an exchange economy, the restoration 
of the balance between the various segments of the consuming and 
producing organism constitute a similar application of knowledge 
to an obvious problem. It is this point of view toward the Agri- 
cultural Adjustment program which we seek to expound. 

It should not be necessary to do more than briefly review the 
agricultural situation of 1933 to show that agriculture was out 
of balance with industry and was, in fact, dragging industry 
down with it.! The prices farmers received for their crops had 
been out of line (unfavorably) with the prices of things they 
bought, ever since 1920. At the same time, the foreign market 

1 For a detailed exposition of the agricultural crisis and the steps contemplated in the 


A.A. Act, see ‘Economic Bases for the Agricultural Adjustment Act,’’ by Mordecai Ezekiel 
and Louis H. Bean, U. S. Dept. of Agriculture, December, 1933. 























WHO PAID THE PROCESSING TAXES 259 


for all of our products except cotton was gradually declining; 
and after 1926, cotton also joined the list. The depression inten- 
sified all these disparities, the decline in industrial payrolls reduc- 
ing even the farmer’s home market. Surpluses in the non-perish- 
able crops piled up to unprecedented levels, with wheat and 
cotton catryovers more than three times what they had normally 
been even up to 1929. The drastic effect these conditions had on 
agricultural prices, in comparison with non-agricultural prices, 
is shown in Chart II. 

The effect of this situation on the market for our industrial 
products is obvious when the cash income of agriculture in 1932 
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CHART II 
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fell to 42% of its 1929 level. (See Table I, below.) The met cash 
income to farmers, after deducting their costs of feed, seed, ferti- 
lizer, machinery, interest, taxes, etc., but not deducting cash 
wages paid to hired labor (that is, the cash available to agricul- 
ture after meeting its non-human production costs), fell to only 
30% of its 1929 level. Farmers were forced to default on their 
debt and interest payments, which declined not the slightest as 
prices and incomes fell. Farmers’ expenditures for capital goods 
of $1,194 million in 1929 shrank by four-fifths to $261 million in 
1932. The result was that the payrolls of the agricultural im- 











260 WIRTH F. FERGER 


plements industry declined 80% between 1929 and 1932. Farmers 
could not buy industrial products such as radios and farm machin- 
ery because of the poor prices they received for their farm prod- 
ucts. City people could not buy the abundant farm products 
because they could not sell their farm machinery and radios and 
were thus unemployed. This story is familiar to economists. 

The Agricultural Adjustment Act attacked this problem of 
maladjustment at one of the focal points of trouble, namely, the 
fact that farmers could not individually adjust their production 
to the shrunken demand, which had resulted from the vanished 
foreign trade and the curtailed domestic purchasing power. The 
long production cycle and the organization of farming by large 
numbers of individuals, among other factors, prevented agricul- 
ture making the adjustments that large scale corporate industry 
under ‘‘administrative competition’’ was able to make. The 
first essential of agricultural recovery, as well as industrial, was 
the adjustment of production of the important agricultural staples 
into line with demand and the reduction of the accumulated ex- 
cess supplies. Such gearing of production to demand, so far from 
being “‘planned scarcity,’’ is the only rational procedure under 
capitalism. If this adjustment could be made in the field of 
agriculture, and if at the same time the necessary reforms could 
be made at other sore spots in our economy, there was reason to 
believe that the increase in the purchasing power of the farm 
group would be of vital aid in promoting general recovery. The 
production curtailment programs, administered through rental 
and benefit payments financed by processing taxes—these were 
the principal tools fashioned to accomplish the agricultural ad- 
justment. 

In a very real sense, the processing taxes were intended to be 
self-liquidating to the economy as a whole. Through the re- 
establishment of the equilibrium between the prices of industrial 
and farm products and between urban and rural income and pur- 
chasing power, resulting in the stimulation of industrial produc- 
tion, it was believed that the level of activity of the whole com- 
munity would be raised, furnishing the income from which process- 
ing taxes might be paid. 
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This point of view does not by any means constitute radical 
economic theory. Not only was it the definite basis on which 
the Agricultural Adjustment Act was modeled, but this doctrine 
has received wide recognition among economists. B. M. Ander- 
son, Jr., although a severe critic of many governmental measures 
in the field of economics, has written one of the most forthright 
expositions of this theory, in the June 12, 1931, issue of the Chase 
Economic Bulletin. In this study, entitled ‘‘Equilibrium Creates 
Purchasing Power,’’ Anderson analyzed the causes of the depres- 
sion as he saw them in mid-1931, contrasting two sets of ideas 
regarding the causes of the depression and the remedies for it. 
““One school of thought, to which I adhere,’’ he wrote, ‘‘finds 
the difficulty in the disturbance in economic equilibrium, and 
would expect things to right themselves again and business to go 
on actively and satisfactorily when balance is once more restored.” 
After describing the opposing doctrine of ‘‘artificial increases of 
purchasing power in one way or another,’’ Dr. Anderson explained 
that his doctrine “‘maintains, rather, that purchasing power 
grows out of production, and that the ability to consume depends 
upon the ability to produce.”’ 

Dr. Anderson then proceeded to explain that ‘Equilibrium in 
economic life involves several primary elements;’’ but among the 
five elements mentioned, only the first concerns us here, namely, 
‘‘a proper balance among the various types of production, as 
agriculture, raw materials, manufacturing, transportation .. .”’ 
He then went on to treat in detail some of the “unbalanced fac- 
tors’’ which caused the depression. The first was that ‘‘produc- 
tion is unbalanced.’ Much of our producing organization has 
been built up geared to an export business which was seriously 
hindered by tariffs and other trade restrictions. Again, ‘‘Manu- 
facturing has fallen off much more sharply than agricultural and 
raw material production in the course of the depression.”’ 

The second unbalanced factor mentioned is prices, and here the 
statement is so succinct that it is worth while quoting most of 
the paragraph—(refer to Chart II, and notice the situation in 
June, 1931, when these words were written): 
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(a) There have been violent breaks in prices for raw materials and farm products, whereas 
finished manufactures have fallen much more moderately. The result is such a curtailment 
of the buying power of agricultural and raw material producers that they cannot buy their 
share, even of the sharply reduced manufacturing output, at prevailing prices. Manufac- 
turing prices and costs are still on stilts, while raw material and food prices and costs are 
in the mire. High cost factories, unable to market an adequate volume of goods because 
of the high prices they charge, cannot draw in enough raw materials to maintain the buying 
power of the raw material producer. They constitute a bottle neck, in which the industrial 
process is choked and slowed down. They interrupt the circle of trade. The necessary 
readjustment will not put manufacturing prices in the mire. Foods and raw materials will 
rise from the mire as manufactured goods come down from their stilts, and as the rest of the 
necessary readjustments are accomplished . . . (pp. 8, 9). 


Now it is only fair to point out that Dr. Anderson went on to 
state that this equilibrium view relies upon the automatic forces 
of the market mechanism to bring about an adjustment, and that 
it is ‘‘very skeptical of government interference.’” But the inter- 
ferences to which he specifically referred are “‘high tariffs and 
other hindrances to the international movements of goods.’’ He 
depended on the free movement of prices and costs to bring about 
the readjustments necessary. As stated above, he expected, in 
1931, that the prices of food and raw materials would automati- 
cally ‘‘rise from the mire as manufactured goods came down from 
their stilts."" During the next year and a half, however, the 
prices of farm products sank 33% farther into the mire, to 60% 
of their pre-war level, while non-agricultural prices fell only 11%, 
to a point barely below pre-war, as Chart II shows. The disparity 
between farm and non-agricultural prices rose from a ratio of 9-to- 
II to a ratio of 6-to-10. Non-agricultural prices bolted farther 
out of line from 22% above the prices of farm products to 67% 
above. One may agree with Dr. Anderson’s analysis of the causes 
of the depression and still refuse to go to his grave faithful to the 
creed of automatic adjustment. Perhaps even this school of 
economists would eventually be willing to consent to the use of 
a governmental agency to carry out a policy aimed, not at arbi- 
trary control measures, but at the specific restoration of the equilib- 
rium between industrial and agricultural production and prices. 


IV 


What factual basis is there for the contention that this theory 
is realistic—that the Agricultural Adjustment program was a 
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powerful force in the restoration of economic balance? We doubt 
whether it will ever be possible to arrive at a definite evaluation 
of the part played by the various measures, domestic and foreign, 
governmental and non-governmental, direct and indirect, which 
have characterized the development of our economic life since 
1929. The author would be the first to insist that a demonstra- 
tion of correlation between two economic series does not prove a 
causal connection between the two, and especially does it not 
point the direction of any possible causal relationship. Conclu- 
sions as tO Causation must rest on reason and logic rather than 
mathematics or statistics. Nevertheless, there are certain facts 
which call for explanation. 

In Table I are given the indices of the non-agricultural national 
income and the agricultural cash income from 1929 through 1935. 
There are also shown an index of the agricultural net cash income 
(gross income minus all production costs except wages of hired 
labor), and indices of rural and urban retail sales. The income 
figures suggest that recovery in agriculture commenced prior to 
that in non-agricultural industry. Whereas the non-agricultural 
national income declined from 1932 to 1933 from 63% to 59% of 
its 1929 level, the recovery in agricultural cash income began in 
that year, rising from 42% in 1932 to 49% in 1933. The annual 
figures are in this case misleading, however, for the monthly data, 
corrected for normal seasonal variation, show that the first quarter 
of 1933 marked the low point in both cases. Agricultural income 
took a tremendous temporary spurt in the second quarter because 
of the speculative rise in raw material prices and the sales by 
farmers of stocks that they had refused to give away. A reaction 
occurred later in the year before the sound recovery under the 
A.A.A. took place. The true significance of the income figures 
lies in the evidence of the much more rapid and pronounced recov- 
ery in farm income than in industrial. By 1935, farm income had 
risen 65% above its low point of 1932, while non-agricultural in- 
come had risen only 19% above its 1933 trough. The greater 
recovery in agricultural income followed, of course, a much greater 
decline in non-agricultural income so that, as Table I shows, the 
two were on a substantial parity with each other in 1935. 

The bearing of this agricultural improvement on urban indus- 
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try can be seen in the fact that farmers’ expenditures on capital 
items (machinery, tractors, trucks, buildings and repairs, and 
one-half of automobile expenditures), having decreased in 1932 
to $261 million, 22% of the 1929 level, almost trebled in 1935 to 
$763 million. Again, after deducting all production expenses, 
the net cash income to farmers and their hired labor increased 130%, 
from 1932 to 1935. These funds were largely available for buy- 
ing industrial products. The immediate and direct results of 
these expenditures impinged first on those industries supplying 








TABLE I 
Inpices or NaTionaL AGRICULTURAL AND NON-AGRICULTURAL INCOME AND Retart SAugs, 
1929-1935 
AGRICULTURAL | AGRIC. NET NON-AGRIC. RURAL SALES DEPT. STORE 
— CASH INCOME® | CASH INCOME? | NAT. INCOME’ | GENERAL MDSE.? SALES® 
1929 100 100 100 100 100 
1930 77 70 93 78 gr 
1931 56 47 80 62 83 
1932 42. 32 63 51 62 
1933 49 5° 59 55 60 
1934 60 63 66 67 68 
1935 69 74 70 80 70 




















* Bureau of Agricultural Economics index of value of quantities actually sold off the 
farms of the state where produced, and rental and benefit payments. Excludes value of 
products consumed on the farm where produced. 

> B.A.E. index of above cash income, less all actual production expenses except cash 
wages of hired help. Represents the net cash income to farmers, including farm hands. 

© Department of Commerce estimates of national income, including direct relief, less the 
agricultural items and farm rent paid to non-farm persons. 

4 Department of Commerce index of Ward, Roebuck and Penny sales. 

¢ Federal Reserve Board index of department store sales. 


the commodities for which a delayed demand on the part of 
farmers had developed, such as agricultural machinery and re- 
placement parts, paint, and fence materials, as well as the wide 
variety of consumers’ goods called for by farmers. Many of the 
service industries, the building trades and transportation agencies, 
received no direct stimulation from the agricultural recovery. 
These industries, nevertheless, would be expected to benefit 
indirectly and secondarily from the increased employment 
and purchasing power spreading from those industries directly 
affected. These wider effects are none-the-less real and certain 
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because indirect and secondary; nor would any significant delay 
be expected to intervene before their realization. It is therefore 
unnecessary to lay much emphasis on the differentiation between 
the direct and indirect consequences of such an expansive tendency 
in certain sectors of our economy. 

Further evidence of rural recovery outstripping urban recovery 
is shown by the indices of rural mail order sales and urban depart- 
ment store sales given in Table I. Many other scattered indices 
such as new-car registrations point to the same indication of re- 
covery in rural areas leading that in urban; but the statistics of 
these indicators are less convincing because of the lack of detailed 
data which make a satisfactory separation between the categories 
of rural and urban districts. Suffice it to say that there is rather 
general agreement among those familiar with the situation that 
the recovery of agricultural prices was an important causal factor 
leading to industrial recovery, before the reverse relationship 
became effective. The National City Bank of New York, for 
instance, which can hardly be accused of fostering propaganda 
for the A.A.A., stated in its October, 1935, Letter: 


It is hardly deniable that the impetus to the general business improvement originated 
on the farms, in the improved relationship between farm and industrial prices, which gave 
farm products a greater value in exchange for the products of industry... . 

All the farm markets have had a vast improvement, through the reduction or elimination 
of the surpluses accumulated even before the depression. Balanced relationships between 
supply and demand have been restored, and buyers are no longer afraid of the markets, or 
unwilling to carry the stocks that accumulate during the season of production. . . . 


So says the National City Bank of New York. The magazine 
Steel said on January 12, 1936, ““The A.A.A. has been a strong 
factor in bolstering sales of iron and steel products, such as imple- 
ments, tractors and automobiles.”’ 

Now it is not intended to suggest that the A.A.A. program was 
the only, or even necessarily the most important, measure respon- 
sible for recovery since 1933, although we believe it attacked one 
of the most basic sources of maladjustment in our economy. Re- 
lief expenditures, banking legislation, trade agreements, the 
Public Works program—all of these have had their effects, and we 
are not in a mood to debate their relative shares in recovery. In- 
dustrial recovery has certainly aided agricultural rehabilitation, 
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and the officials of the Department of Agriculture have been the 
first to point out the limitations of the agricultural program if 
industrial recovery lagged behind. It is of the very essence of 
the theory which we have expounded that the two should progress 
together. Our thesis has been that the agricultural program 
must be regarded as an integral and essential part of the re- 
covery program, rather than merely a concession to the farm vote 
which had to be tolerated—a new political pork-barrel. 


Vv 


We now see the answer which is proposed to the question that 
forms the title to this paper. It is suggested that in a realistic 
sense, and considering the secondary institutional factors in the 
total situation, nobody paid the processing taxes, because of the 
reconstructive nature of the forces set in motion by the agricul- 
tural program. It is not suggested that such an answer disposes 
of the question of the immediate incidence of the processing taxes. 
Obviously, at @ given time and under given conditions a tax actually 
collected from a processor comes out of someone’s pocket. The 
more detailed consideration of the exact incidence of the process- 
ing taxes, commodity by commodity, is a subject on which some 
work has been done. It is worthy of still further consideration. 
The experience under the processing taxes furnishes an example of 
social experimentation that is, in some respects, uniquely fitted 
for analysis. These novel taxes were in most cases very substan- 
tial in amount, were imposed on important staple commodities 
having well defined markets, were initiated with little advance 
notice and were very suddenly terminated on a specific date, so 
that the repercussions of these changes can be carefully studied. 
This paper has attempted no such analysis of the immediate 
incidence of the taxes. 

It is quite true that after a c op has been produced all of it 
could be sold to consumers having a given amount of purchasing 
power only at a certain limited price. Not even a monopoly could 
at that time dispose of the whole crop at a higher price. It is 
only because the Agricultural Adjustment Act adopted a dynamic 
view of the social processes of production, exchange and consump- 
tion that its provisions could be administered to the benefit of all 
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classes. It was only because the Act went to the fundamentals of 
dealing with the basic forces governing supply and demand and 
helped to bring these factors back into balance—raising city pur- 
chasing power and adjusting farm production to the probable need 
in view of previous catryovers and existing markets—that it 
worked out in the public interest. The Act worked through the 
“law of supply and demand,”’ rather than against it, as did the 
Federal Farm Board. It might be said that nobody paid the proc- 
essing taxes, because at the time they were imposed there was 
removed from our economy the burden or ‘‘tax’’ of idle productive 
power. This waste of productive facilities, human and material, 
is certainly the largest ‘hidden tax’’ that we have. 

It might be objected that there are some segments of our popula- 
tion who did bear the full burden of the processing taxes to the 
extent these were passed on to them in the form of higher prices. 
Fixed income receivers, whether pensioners, bond and annuity 
holders, or other recipients of incomes which had no relationship 
to prices or business conditions, did of course find the value of 
their incomes decreased by the price increases; and such persons 
received no direct benefit from the agricultural and other recovery 
measures. It should be remembered, however, that those whose 
fixed incomes had commenced prior to the depression had, during 
the period of deflation, been reaping undeserved increments to these 
incomes through the fall in prices. The recovery in agricultural 
prices could then, at the worst, merely remove this unwarranted 
advantage. More important, however, is it to note that there 
were, as a matter of fact, exceedingly few recipients of fixed in- 
comes. It requires little reflection to see that most such incomes 
are only relatively fixed. We ordinarily think of the income from 
bonds, annuities, and trust funds as being fixed, but many re- 
cipients of such incomes found in 1932 that these amounts were 
actually quite flexible when the concerns paying them ran into 
financial difficulties. Even holders of government bonds found 
that the low interest rates current in recent years in many in- 
stances permitted their refinancing at lower rates of interest, and 
many bonds were called for this purpose. Very few incomes are 
actually ‘‘fixed’’ regardless of long-continued economic stagnation. 
Most of these ‘‘fixed’’ income receivers, then, were indirectly but 
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none-the-less really helped by the general economic recovery, and 
they constitute little, if any, exception to the above analysis. 

Concerning the future, it remains to be seen whether any one will 
have to pay these processing taxes a second time. The proceeds 
of the illegal taxes were, of course, spent on rental and benefit 
payments to farmers and cannot be recaptured by the government. 
If all of the taxes illegally collected are refunded to the processors 
from whom they were collected, then nearly a billion dollars of 
Mew taxes must be levied and collected to provide these funds 
for repayment. Whether this happens will depend on the success 
of the efforts of certain processors to overthrow in the courts the 
processing tax refund provisions embodied in Title VII of the 
1936 Revenue Act. By the terms of this Title, Congress has im- 
posed on claimants for refund of the processing and other taxes 
levied under the A. A. Act, the burden of proving as a condition 
of refund that they bore the burden of the invalidated taxes and 
did not pass it on to others. Those processors who evaded the 
payment of these taxes or received them back by court order are 
likewise subject, under Title III of the same Act, to an income tax 
of 80% on such amounts levied but uncollected, unless they can 
similarly demonstrate that they bore the burden of these taxes.? 

This is not the place to discuss the immediate incidence of these 
processing taxes, although Chart I above gives some indication of 
the approach suggested and the results which appear in some cases. 
If this necessity for proof of the burden of the taxes as a condition 
to refund is over-ruled, then the question arises as to who will 
bear the burden of the taxes the second time they are levied. The 
answer is the same as for all other federal taxes; and this time 
there is no prospect that they will be self-liquidating in the sense 
the processing taxes were. Certainly there are better uses to be 
made of federal funds than the reimbursement of taxes to processors 
who have already passed on these taxes to others. The Washing- 
ton News, in an editorial on January 15, 1936, sums up the case 
thus: 


2 For a discussion of the background and economic basis of these refund and ‘‘windfall 
tax’’ provisions of the 1936 Revenue Act, see article by the present author in a forthcoming 
issue of the American Economic Review. 








se OE 


SS 


WHO PAID THE PROCESSING TAXES 269 


Paying the first time was not so bad. The consumer knew that what he put up was 
going to the farmer and was definitely helping to make his own job in the city secure. 

Paying the second time will be different, and bitter. 

It will seem like a fine imposed for having dared to dream of a world in which all men 
might be secure in the right to earn a fair living. 








ECONOMIC EFFECTS OF THE NEW DEAL 
TAX POLICY 


TRUMAN C. BIGHAM 
University of tlorida 

There is no such thing as a New Deal tax policy. For a definite 
course of procedure we search the fiscal record of the last four years 
in vain. Though the activity cannot be described as mere oppor- 
tunism, yet it reflects the New Deal's besetting weakness of piece- 
meal conduct. Much of the legislation has therefore been con- 
tradictory; measures for one purpose have conflicted with others 
directed to the same or different objectives. Amid the confusion, 
the following procedures stand out, not because they are new, but 
by virtue of emphasis: deficit financing, the enactment of numerous 
taxes to support a vastly enlarged range of government functions, 
‘soaking the rich’’, “plugging up the holes’’, taxation for non- 
revenue purposes, and the increase of the tax burden on corpora- 
tions—all told, an imposing array for one administration. The 
so-called taxation for social ends has been in part merely a politi- 
cally opportune view of revenue laws, yet there is evidence of a 
more or less well-defined policy to employ the taxing power for 
unorthodox ends. The economic effects of these far-reaching 
moves, not now fully determinable, can be dealt with in a brief 
discussion only in a general way with many qualifications, not- 
withstanding the frequent bold assertions of great benefit or dire 
consequence to the contrary. 

Deficit financing holds the center of the stage. It is this upon 
which the administration has primarily relied, not only for the 
support of some of the ordinary functions of the government, but 
also for the ambitious program of economic rehabilitation. 
Gambling on the future, the aim has been to postpone taxation 
until more prosperous times—times to be made prosperous through 
the collection of funds on public credit and their expenditure by the 
government. Taxes have been increased, but by no means in 
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proportion to the expenditures. The deficits piled up since mid- 
1933 amounted last June to $12,000,000,000. Accepting the 1937 
estimates made by the President on September 1st—a dubious thing 
to do—the accumulated deficit next June will be $14,000,000,000. 
As a result, according to the President’s figures, the gross Federal 
debt will exceed $34,000,000,000. This makes no allowance for 
offsetting assets, whatever they may be, but on the other hand it 
omits contingent liabilities. 

The effects of deficit financing, broadly speaking, are fairly clear. 
Quite obviously it has made possible the New Deal spending 
activities and the good and the bad results thereof. Short of a 
capital levy, it would have been impracticable to finance the pro- 
gram on a pay-as-you-go basis; to have attempted this would have 
aggravated the depression and defeated the efforts to promote 
prosperity. On the credit side of deficit financing we can therefore 
place the balancing of “‘the budget of the American peo- 
ple.’’ Perhaps the end justified the means. But there are debits. 
Though the expenditures appear to have stimulated prosperity, 
we cannot be sure. They unquestionably did quicken certain 
industries, but at the same time they retarded economic adjust- 
ment. Possibly business as a whole would have improved on a 
sounder basis without them. And what will be the effect on 
industry of the withdrawal of these expenditures? Will many be 
withdrawn? Certain of the so-called emergency items are already 
in the ordinary budget. The unemployed have not starved, but 
how many will continue as permanent pensioners? Public works 
have been constructed, but which ones are useful, which could we 
afford? What portion of the assets of the new government cor- 
porations will have to be written off as bad investments? These 
questions do not admit of categorical answers, but there can be 
no doubt that the waste has been substantial. Deficit financing 
has made the waste greater, for with easy money and hastily de- 
vised programs there is easy spending. Many have believed that 
in this way the burden of the expenditures could somehow be 
shifted to a future generation. 

Whatever may be the verdict as to the loss, if the debt is paid 
off it is certain, barring the printing press, that the future tax 
burden will be great and long-continued, regardless of the course 
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of expenditures and business. Should the debt not be liquidated, 
the credit of the government will be weaker, interest charges 
higher. In either case, therefore, the hands of the future will be 
at least partially tied. This is one heritage of the New Deal of 
which we can be assured. The expectation is that the income and 
wealth of the country will increase so that the future can take 
care of itself, but this will not necessarily follow. The taxable 
capacity of the present is not known, let alone that of tomorrow. 
Pointing to the higher ratio of taxes to population and income in 
Europe throws little light on what the tax limits are or may be 
in the United States. Behavior responses to taxation will doubt- 
less remain uncertain in the future; business cycles continue to 
revolve. To rely heavily upon the cyclical control devices which 
have been tried out with uncertain success under the New Deal is 
foolhardy. Reduced to its simplest terms, there is no magic in 
the government borrowing money from one person, paying it 
out to another, and requiring a third to reimburse the lender. In 
the end there is no net increase in purchasing power; and so far as 
labor and capital are wasted, productive capacity is decreased. 
The self-generating process of the business cycle may be set in mo- 
tion if expenditures are great enough and directed to the right 
channels, but there is always the possibility that leakages of one 
kind or another will interfere. The attitude of business men 
toward unbalanced budgets must be reckoned with. Until more 
is known about the business cycle, control by the government is 
likely to prove more or less impotent. 

Though of concern, the question of taxable capacity is now less 
significant than the problem of credit control. Taken in connec- 
tion with the strengthened hand of the government in the Federal 
Reserve system, and with liberal bank reserves growing rapidly 
from gold imports, deficit financing has increased the danger of 
uncontrolled expansion. The securities issued by the Treasury 
have been absorbed, as intended, largely through the creation of 
bank credits and the use by corporation or individuals of idle 
funds, rather than through the diversion of purchasing power from 
active employment. Over half of the debt is held by banks, pri- 
marily in the form of short-term obligations. This inflationary 
process has heen obscured in the immediate past by a fall in veloci- 
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ties, but if expenditures continue on a large scale, with business 
on the up-grade, the likehood of over-expansion will be greatly 
enhanced, to say nothing of the strain on government credit. We 
will court the European fiascos of the war period. The recent 
change in reserve requirements still leaves abundant lending power 
in the banking system, the reserves of Federal Reserve member 
banks at the end of August being forty per cent above legal require- 
ments. Additional federal issues would probably have to be 
taken for the most part by banks because the absorptive capacity 
of others is limited and will become less as business expands. 
Flotations of private securities are now increasing; corporations 
are in greater need of working capital; high taxes discourage the 
building up of surpluses; and individuals would be influenced by 
the increased profitableness of business, the appeal of equities as 
a hedge against inflation, and by the abnormally low yields on 
government obligations. It has been and will continue to be the 
policy of the Treasury to keep interest rates down. This saves in 
catrying charges and encourages private financing, but it is in- 
flationary in tendency. As conditions improve, interest rates will 
of course tend to rise. But with over a fourth of bank loans and 
investments in federal securities, this will mean a new danger. 
Banks would find it difficult to dispose of a large volume of govern- 
ment bonds and notes in a period of stress, notwithstanding the 
discount privilege. 

Deficit financing is a disturbing factor in business, apart from the 
question of inflation. A large and irregular flow of funds to and 
from the Treasury introduces an element of uncertainty in the 
money market and influences the reserves of commercial banks. 
Even if there are no further deficits, the fiscal policy of the govern- 
ment cannot be disregarded. Funding and refunding operations 
will be necessary on a broad scale. A large portion of the national 
debt is now in the form of short-term obligations. 

While taxes have not kept pace with expenditures under the 
New Deal, they have nevertheless been increased. Due to the 
drop in the yield of the income tax, the levy of excises by the 
N.R. A., the processing taxes of the A. A. A., and the payroll and 
wage assessments required in the Social Security Act, an unusually 
large portion of the tax revenue has been derived from indirect 
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taxes. The base of the income tax has not been enlarged suffi- 
ciently to offset this. Taken as a whole, these imposts increase 
the regressivity in the tax system and tend to defeat the efforts to 
redistribute wealth downward—an unfortunate result in the light 
of the numerous state taxes of like nature. Returning prosperity, 
however, will partially correct this condition. In any case it is 
not as serious as it appears on the surface, for a large part of the 
revenue from indirect taxes is derived from beer, wine, and liquor 
levies, which do not impinge upon necessities. 

Considering the indirect taxes individually, those upon alcoholic 
beverages, as well as other taxes, have created a difficult problem 
in the co6drdination of state and federal revenue systems. We can 
do no more here than to call attention to this complication, but it 
is one of the most important effects of the New Deal legislation. 
The processing taxes (no longer in full force), by raising the prices 
of the goods involved, have tended to retard the consumption of 
these goods in direct conflict with the administration’s avowed 
purpose of stimulating it. Be that as it may, the taxes have cer- 
tainly underwritten the farmer, but they have not, as is frequently 
falsely held, necessarily lessened consumption in general. It is 
commonly believed that the payroll and wage assessments, by 
being shifted forward, will also increase prices or check produc- 
tion; but the better view, inasmuch as the taxes are general, seems 
to be that they will rest upon wages, or possibly to some extent 
upon profits. Ifthe incidence is on wages, the old and unemployed 
may benefit at the expense of the employed. In the long run, 
wage earners as a group are not likely to suffer. As regards the 
government share in social security, a larger part of the burden will 
be transferred to the states and localities. What the federal 
government could not accomplish directly it has done indirectly. 

The revenue acts of the New Deal—1934, "35, and '36—are 
notable respectively for their stress upon ‘‘plugging up the holes’’ 
of the income tax, taxation for non-revenue purposes, and cor- 
poration levies. Their net result has been to decrease or leave 
unchanged the effective rate on moderate incomes and to greatly 
increase the rate applicable to large incomes. On the one hand, 
the personal exemptions have been left as in 1932, the normal rate 
has been continued at four per cent, the earned income credit has 
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been reintroduced, and the credits have been rearranged to favor 
the small taxpayer. On the other hand, the sum of the normal 
and the maximum surtax rates has been increased from sixty-three 
to seventy-nine per cent, the rate of graduation has been raised 
beginning with the first bracket above $50,000, graduation has been 
carried into higher levels of income, dividends from corporations 
have been made subject to the normal tax, and numerous leaks 
available to the rich have been stopped. The estate tax rates have 
also been increased from a maximum of forty-five per cent in 1932 
to seventy per cent in 1935, with corresponding upward revisions 
in the gift tax. Easily most important is the elimination of cer- 
tain methods of evasion. Though the loophole of tax exempt 
securities is still open, the ‘incorporated pocket-book”’ has been 
reached, as have also inter-family sales, gifts, and revocable trusts. 
Less defensible provisions to prevent tax avoidance include the 
taxes upon corporate surpluses, the elimination of the optional 
rates on capital gains, the limitation of deductions for capital 
losses, the abolition of consolidated returns, the tightening up of 
depreciation allowances, and the reduction of various credits. 
Viewed together, these changes represent an attempt to improve 
the distribution of the tax burden and to bring about a more equit- 
able distribution of wealth. The revenue motive has not been 
overlooked, but it has by no means been paramount. Whether 
the measures will attain their objectives remains to be seen. 
Broadly speaking, however, they do offset the regressivity of the 
indirect taxes, especially in closing certain avenues of escape. 
With reference to the distribution of wealth, we may admire the 
motive but question the results. Passing over the matter of risk 
in using the taxing power for such a purpose, the concrete accom- 
plishments, if any, will be slow of realization. Severe taxation 
of incomes and estates strike at the results rather than at the causes 
of inequality, and when employed to redistribute wealth imply a 
much more carefully planned program of public expenditures than 
we have ever had in this country. Even with a good program, it 
would be an accident if the wealth were fully restored to those 
from whom it was wrung. Partial restitution has been and would 
doubtless continue to be made through more government services, 
but this is a costly gain if won at the expense of a growing supply 
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of capital. Taking the income and property of the wealthy means 
less saving, at least in the short run. It is argued of course that 
there is too much saving, but the point remains to be proved. 

In ‘‘soaking the rich’’ there is danger of overlooking the fact 
that the income tax is a personally assessed tax and that its success 
depends in an exceptional degree upon the goodwill of the tax- 
payers. It cannot succeed if it comes to be regarded generally as 
inequitable, no matter what the penalties. The efforts to graduate 
the income tax rates to one hundred per cent, the prohibition of 
consolidated returns, the arbitrary restrictions on the deduction 
of losses, and the concessions and limitations in the case of capital 
gains—all bid fair to violate the sense of fair play. We are certain 
to see the most diligent effort bent toward the discovery of new 
ways of evasion, legitimate and illegitimate. If carried too far, 
the process can undermine the income tax. And yet this tax is the 
hope of the little man to achieve justice in the distribution of the 
tax burden. An interesting result of the high death taxes was 
illustrated recently by Mr. Jesse I. Straus, who cancelled his be- 
quests to charitable, philanthropic, and educational institutions, 
apparently on the ground that the taxes would leave too little for 
the residuary estate. 

The most revolutionary and controversial changes made in the 
income tax law by the New Deal relate to corporations. In enact- 
ing the capital stock-excess profits taxes, the graduated normal 
tax, and the surtax on undistributed profits, the administration has 
blazed comparatively new ground, departing far from the generally 
accepted rules of corporate taxation under the income tax. These 
taxes indicate the utmost confusion in principle, whether they are 
viewed either as business taxes or as collection devices to supple- 
ment the personal income tax. And they must be one or the other, 
though neither view has ever been fully accepted in this country. 
To label them merely corporation taxes is meaningless; their em- 
ployment solely as a means of raising money disregards the canons 
of justice; and as instruments for penalizing the size and simplifying 
the structure of corporations they are of doubtful validity and still 
more doubtful efficiency. 

As business taxes, the corporation levies discriminate in favor 
of the proprietorship and partnership. The income from corpora- 
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tions is taxed twice, once when the corporation earns it and again 
when it is paid out. This objection cannot be answered on the 
ground that the taxes constitute an offset to the personal income 
tax. The capital stock tax is arbitrary, having no close relation 
either to benefit or ability. The only real justification for the 
capital stock tax is that it produces a stable revenue. This, how- 
ever, is nullified in part by the graduation in the normal tax. The 
capital stock tax strengthens the excess profits tax, but the latter 
has a still weaker foundation, especially with the N. R. A. out- 
lawed. The excess profits tax assumes a non-existent standard of 


normalcy. It weighs unduly upon the corporation with irregular 


eatnings and is conducive to extravagance in expenditures. The 
graduated normal tax is at fault because the principle of graduation 
on the basis of ability to pay is inapplicable to an impersonal 
entity like a corporation. Graduation adds little to the produc-. 
tivity of the normal tax on account of the very limited range of 
graduation. Neither does it do much to discourage size. 

Viewed as supplements to the personal income tax, the corpora- 
tion taxes are even weaker than they are as business taxes. They 
cannot be excused on the ground of ease of collection, as could the 
old proportional tax of moderate rate, because they tax corporate 
income much more heavily than personal income, or at least at a 
different rate. Neither individually nor as a group do they coun- 
terbalance the personal income tax that would have been paid had 
the earnings been distributed or had they come from another 
source. 

The tax on undistributed profits is bitterly opposed. The chief 
criticism is that it will prevent the retention by corporations of 
funds needed in the business. To the extent that earnings are 
retained temporarily merely to enable taxpayers to avoid the 
personal surtax, this objection carries little weight. In the end 
there is no increase in reserve strength. The real problem concerns 
the earnings which would be held permanently were it not for the 
tax. This involves the question of the effect of the undistributed 
profits tax upon the dividend policy. So far as wealthy stock- 
holders are concerned, other things being equal, they will likely 
vote for cash dividends more readily than in the past because they 
will gain less by retention. Stockholders of moderate means will 
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also generally favor declarations, since they have no personal sur- 
taxes to pay. The net result, then, where the tax on undistributed 
profits is greater than the personal tax, will be to encourage the 
payment of dividends. Some of the large corporations have 
already declared tax dividends. But the cash, minus personal 
taxes, can be reinvested, of course at added expense. When the 
money is put back, the difference would lie in a change in the 
items on the balance sheet. The corporation would still have use 
of as much as it would have had without the declaration of divi- 
dends, disregarding the amount of tax. Savings need not neces- 
sarily decrease greatly, the rich saving automatically. If it be 
argued that stockholders will not reinvest, it may be replied that 
in theory at least they have always had the privilege of voting 
dividends. Owners, of course, may have a stronger voice in the 
decision to reinvest. This is an advantage to the stockholder, but 
since he may more readily spend his cash receipts, in last analysis 
a somewhat smaller amount of earnings may find its way back into 
business. As a result, the productive equipment of the country 
would not grow as fast as formerly. Studies indicate that our 
fixed capital has been built up over the years largely through the 
medium of corporate surpluses. The change in the amount and 
direction of spending and the effects of this upon production can- 
not be predicted, however, with assurance. 

Where profits are not distributed—and they need not be—the 
new tax, like other corporation taxes of similar weight on earn- 
ings, works towards the depletion of reserves, credit, competitive 
power, and ability to employ labor, falling with heavy weight on 
new or hazardous industries and with greatly varying weight upon 
different firms in the same industry. Since the rate of the tax 
varies inversely with the earnings retained, small corporations will 
suffer most because they normally pay out in dividends a smaller 
portion of their earnings than large ones. This is an important 
objection to the tax. The relief provisions are substantial, how- 
ever, and they favor the great majority of corporations. Much 
depends upon the administration of the regulations regarding re- 
serves. The practical result may be that we will have the old 
Section 220 under a different guise. Though hard to administer, 
it had the advantage of flexibility. In any case, the contention 
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that the new tax will prevent the stabilization of employment is 
not well taken, for the heavy industries which have the largest 
reserves have shown poor employment records during the de- 
pression. Surplus funds went for dividends and similar purposes. 

To sum up, the past four years have seen a bold use of deficit 
financing. This has facilitated relief from the hardships of the 
depression, made possible numerous experiments in economic re- 
habilitation, but has led to waste, tied the hands of the future, 
enhanced the likelihood of inflation, and injected a disturbing 
element into business. It has given a fillip to recovery in certain 
fields, but has worked against necessary economic adjustments. 
Whether a sound general prosperity has been promoted is a debat- 
able question. More vigorous taxation would have been wise, 
though perhaps politically impossible. Of the taxes levied, the 
indirect, while productive, have increased the regressivity in the 
tax system and interfered with state taxation. A real danger is 
that budgetary demands will cause their retention. Lowering 
the exemptions and increasing the normal rate of the income tax 
would meet with strenuous opposition, desirable though they 
would be from the standpoint of revenue, equity, and tax con- 
sciousness. The changes made in the income tax under the New 
Deal are in part commendable, in part blameworthy. The modi- 
fications in the personal tax are on the whole good, the increase in 
the surtax rates being in accord with ability to pay, and the “‘plug- 
ging up of the holes’’ obviously desirable. The approach to capi- 
tal taxation, however, is dangerously near, and the attempt to 
‘soak the rich’ has tended to violate the sense of fair play. The 
weakest part of the income tax modification relates to corpora- 
tions. In its efforts to check over-saving, simplify and control 
corporate structure, force the distribution of earnings, and to 
equalize the tax burden among large and small corporations and 
incorporated and unincorporated concerns, the administration has 
overshot its mark. The taxes upon corporations are unduly 
heavy, violating the canons of equity, certainty, convenience, and 
economy, and greatly complicating the income tax law. The tax 
on undistributed profits is especially open to criticism. It is not 
likely to accomplish its legitimate objectives, and it discourages 
the building up of surpluses essential to sound business practice. 
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The leak is a serious one, but an inflexible direct tax is hardly the 
solution. Probably the volume of earnings retained to escape 
personal surtaxes is exaggerated; and in any case, provided eco- 
nomic conditions and tax rates are reasonably stable, the profits 
are eventually reflected in tax liability. 




















RELIEF IN THE RURAL SOUTH 


HOWARD B. MYERS 
Works Progress Administration, Washington, D.C. 


The relief problems peculiar to the South are presented most 
vividly in the rural field; the situation in urban areas differs in few 
important respects from that in the cities of the North and West. 
Furthermore, the most striking illustration of the problem of relief 
in the rural South is clearly provided by the South's largest in- 
dustry—cotton. Hence, this discussion is confined largely to the 
rural South, with particular reference to the eastern cotton area, 
including the states of Alabama, Arkansas, Georgia, Louisiana, 
Mississippi, and North and South Carolina. 

This restriction of the field of discussion will necessarily over- 
simplify the situation. The tobacco areas, the southern Appalach- 
ian highlands, and the fruit and vegetable areas, to mention only 
a few, present important relief problems of their own, problems 
which at many points differ sharply from those of the cotton area. 


I 


The depression of the early thirties sharply accentuated the 
economic ills afflicting the southeastern states during preceding 
decades. The one-crop system, with its consequent soil depletion, 
the cropper system with its low standard of living and high illiter- 
acy rate, the destruction brought by the boll weevil and the ex- 
pansion of southwestern cotton production set the stage for the 
agricultural depression with frequent periods of low cotton prices. 
The back-to-the-farm movement which accompanied the depres- 
sion piled up rural relief needs, particularly in the submarginal 
lands of certain ‘‘problem areas.’’ Six cent cotton and depressed 
tobacco prices caused the displacement of large numbers of cropper 
families during the early depression years and rural youth, unable 
to secure employment either in the cities or on the farm, added to 
the unemployment rolls. Local and state governments, faced by 
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depleted treasuries and decreasing revenues, were unable or un- 
willing to provide adequate assistance for those in need, and by 
the spring and summer of 1933 suffering was widespread in the 
South. When federal funds became available Southern families 
went on relief by the hundreds of thousands. By December, 1933, 
13 per cent of the rural families in the eastern cotton area were 
receiving relief, as compared with 11 per cent for the country as a 
whole. Furthermore, relief rates in the rural counties of this 
atea continued to increase through the winter of 1933-34, in spite 
of the fact that CWA removed thousands of families from relief 
during that period. 

From a peak in the early months of 1934, the rural relief rate in 
the Southeast (including rehabilitation families) tended irregu- 
larly downward throughout the life of the FERA program, counter 
to the generally upward movement for the country as a whole. 
Reductions in the relief rate in the Southeast were caused by a 
combination of economic and administrative factors. The dearth 
of local relief funds, and the economic distress of landlords who 
had formerly furnished subsistence for their tenants, combined 
during the 1933 emergency to throw responsibility for the relief 
of distress almost solely upon the federal government. Many land- 
lords encouraged and assisted their tenants to go on relief, and 
many localities dumped their entire loads of chronic relief cases 
on the federal emergency relief rolls. The acute shortage of 
trained personnel prevented the newly created state emergency 
relief administrations from adequately controlling their intake in 
this early period. 

During 1934 and 1935, however, more competent personnel was 
trained or imported, and relief rolls were weeded out. Responsi- 
bility for the care of tenants was thrown back on the landlords, 
the so-called unemployables were returned in large measure to 
local communities for care, and more stringent rules for the receipt 
of relief were put into effect. Increased cotton and tobacco prices, 
following the advent of the AAA, also assisted to reduce relief 
rolls, as many farm operators became self-supporting, and many 
landlords became financially able to extend credit to their tenants. 
The relief load declined, although in many communities the reduc- 
tions in federal rolls were secured only at the expense of a good deal 
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of suffering among the groups thrust back to hands which were 
unwilling or already over-full. 

It is hardly necessary to point out that low relief rates in the 
Southeast do not indicate that this area is relatively well off. 
The extremely low standard of living in many parts of the region, 
coupled with the FERA policy of not granting relief in excess of 
prevailing living standards, has meant that aid was often re- 
stricted practically to the starvation level. Racial discrimination 
by local officials has also operated to keep down the relief rate. 
Furthermore, in a number of Southern states, relief declines have 
coincided with the development of a new social work concept, 
the “eligible non-relief load’’—cases which have passed the needs 
test but, for financial or other reasons, are not being granted relief. 

The typical rural family on relief in the cotton belt in the summer 
of 1935 was that of an unemployed able-bodied farm cropper or 
laborer, about 40 years of age, who was attempting to feed and 
clothe his wife and two or three children on a relief grant of 
about $10 per month if he was White; and about $7 if he was a 
Negro. He lived in an unpainted frame shack unfit for human 
habitation, had little or nothing in the way of livestock or chat- 
tels, and was essentially illiterate. His diet consisted mainly of 
fat meat, corn bread, and molasses, supplemented by vegetables 
grown in his small, ill-tended garden patch. Most of his life had 
been spent in the county in which he was receiving relief. He had 
been on relief for at least five consecutive months and had been 
out of work for only 2 to 6 months before going on relief. In addi- 
tion to these employable cases, the relief rolls included a large 
group of families without able-bodied employable workers. This 
group, which formed about 30 per cent of all rural relief families 
in the cotton states, consisted in the main of women with depend- 
ent children, aged persons and the physically incapacitated. 

The situation at present differs from that of a year ago mainly 
in the fact that the cropper or laborer, if he has a WPA job, has an 
income of about $21 a month instead of the former $7 to $10, and 
that the unemployable family, now turned over to the local over- 
seer of the poor, is receiving either no regular income at all, or 
an amount considerably less than during the federal relief period. 
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II 


The preceding brief sketch of relief trends during the past few 
years, and the rough characterization of the families constituting 
the bulk of the rural relief population have been presented pri- 
marily as background for a discussion of some of the more serious 
problems which confront the relief, work, and rehabilitation 
programs in the cotton belt today. As we enter the fourth winter 
of federal relief giving, the questions of assistance to the unem- 
ployables, of reduction of employable relief loads as business 
conditions improve, of the proper administration of relief, and of 
the prospects for rehabilitation in place of relief, are assuming 
increasing importance. Brief consideration of these problems 
follows. 

1. One evidence of the fact that we face a permanent relief 
program of considerable proportions is the large number of families 
now on relief which have no substantial prospect of ever again 
achieving self-support. Studies made by the relief administra- 
tion during 1934 and 1935 brought out the disturbing fact that 
more than one-fifth of all rural White families and nearly two-fifths 
of all rural Negro families on relief in the eastern cotton belt were 
incapable of self-support. Additional large proportions were 
judged to be capable of supporting themselves only if they were 
provided with continuing supervision. 

The future of these unemployables is a matter of grave concern. 
It is clear that the great majority must continue to receive outside 
aid if they are to exist. It is equally clear that they have fallen 
through the gaps in the present relief structure by the tens of 
thousands, and that their condition is pitiable in the extreme. 

A Works Program obviously cannot assist these cases, since they 
are unable to work. The federal government, which in the early 
days supported at least three-fourths of the needy unemployables, 
has withdrawn completely from the direct relief field. The Social 
Security Program is coming to the aid of some types of unemploy- 
ables, but three of the seven cotton states have as yet passed no 
social security legislation, and the laws in the remaining states are 
so new that they are not yet fully operative. Fewer than 50,000 
rural cases are receiving assistance under social security programs 
in the cotton states today. 
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A large proportion of the unemployables has no place to turn in 
their distress except to the archaic county poor relief systems of 
the South. In a similar predicament are some thousands of so- 
called employables—many of them of marginal employability— 
who have been certified to receive Works Program jobs but have 
never been hired because of the restricted WPA employment 
quotas. Yet in August, 1936, the 7 southeastern cotton states 
combined were giving general relief to fewer than 30,000 rural 
cases, including both unemployables and employables. Many 
counties, either through inability or unwillingness, failed to pro- 
vide any sort of assistance, regardless of the extent of need. Most 
of the remainder made grants which were shockingly inadequate. 
In consequence, thousands of utterly destitute families are unable 
to secure any sort of relief, while additional thousands of families 
are attempting to maintain life on grants of less than a dollar 
aweek. Average grants for general public assistance in August of 
this year ranged from about $3 per month per family in Georgia, 
to nearly $10 in Louisiana; in 4 of the 7 states monthly grants 
averaged less than $5 per case. 

It is clear that funds available for public assistance in the South 
must be sharply increased. Where is the money to come from? 
In previous years the answer was easy—the federal government 
footed the bill. During the years 1933 through 1935 more than 96 
per cent of all emergency relief expenditures in the cotton states 
came from the federal treasury, while the local governments put 
up 33 per cent and state governments less than 3 of one per cent. 
During these years the state government of South Carolina ex- 
pended only $1,324 for emergency relief; its county governments 
expended approximately $745,000, or 2 per cent of the $36,000,000 
relief bill of the state. 

A good case can be made for federal assistance where a state is 
financially unable to make reasonable provision for its needy citi- 
zens. The burden of relief expenditures upon the cotton states 
has been insignificant, however, and they have experienced a much 
greater economic recovery in the last few years than have other 
areas. Except for heavy bond defaults they are not in a particu- 
larly bad fiscal condition; their tax systems are reasonably good, 
their tax receipts are increasing rapidly, and available surplus 
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taxable capacity in most of the cotton states is indicated by recent 
increases in savings. 

Responsibility for failure to provide for the unemployable and 
residual relief load appears to rest primarily with the cotton states. 
According to available data it is not certain that the Southern 
states have contributed to the extent of their ability in the past, 
or that they have contributed in proportion to ability as gener- 
ously as have other sections of the country. The measure of their 
acceptance of their present responsibility will be the volume of 
malnutrition, suffering, and disease existing in their residual and 
unemployable relief populations. 

2. There is at present a good deal of.concern throughout the 
country at the slowness with which relief rolls are decreasing as 
business conditions improve. Complaints of labor shortages and 
of the refusal of relief clients to take private jobs were heard in 
FERA days, but they have multiplied rapidly during the operation 
of the Works Program. There is no doubt that some of these 
complaints were fomented by political exigencies of the past few 
weeks, but there is also no doubt that a good deal of the anxiety 
is genuine. 

It should be pointed out in the first place that relief loads have 
been dropping sharply for several months. Exact measurement 
of the decline is difficult because of shifts in programs and lack of 
comparability of the statistics, but there are in the neighborhood 
of half a million fewer families on the relief and works programs of 
the country today than there were a year ago. Even if allowance 
were made for the needy unemployables who are not receiving 
relief, the rolls would show a reduction of several hundred thou- 
sand cases. 

A number of factors are operating to decrease the rate of relief 
decline. The tendency of business upturns to show themselves 
first in increased working time for employed workers, rather than 
in additions to payrolls, the marked tendency for workers not 
yet on relief to be the first to go back when re-employment begins, 
and the growth in the working population caused by the entry of 
youth and the re-entry of aged persons and women into the labor 
market, all make possible a sharp increase in business activity 
with little influence on relief rolls. The rise in relief standards 
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under the Works Program also has an obvious bearing on the 
number of cases accepted for or retained on relief. 

In addition to these factors it seems fairly clear that some Works 
Program policies have tended to restrict the reduction of relief 
rolls. The policy of assuring continuous employment without 
periodic re-investigation has retained on the program perhaps 
150,000 cases throughout the country which are no longer in actual 
want. These cases are now being removed from the Program, and 
procedure for a periodic review is being established. Workers in 
some areas have feared to leave the Program to take temporary 
private jobs, because of the difficulties in getting back on relief, 
caused by inefficient administration or quota reductions. It is 
important that the Works Program give assurance of prompt re- 
employment in order to encourage workers to accept temporary 
jobs in industry. 

It is probable that some relief workers have been rather apathetic 
toward active job seeking, especially in certain types of seasonal 
agricultural work and in domestic service. There are several 
reasons for this. In some cases relief wages have exceeded local 
rates for some occupations in private industry; in other cases 
shorter hours or better working conditions tend to make relief jobs 
more attractive. A good example is provided by the wage laborer 
in the cotton states, who receives about $15 per month for his long 
hours in the field as against $20 or $21 on WPA for some 30 hours 
work per week. It would not be surprising if many domestic 
service workers also preferred relief work, with its higher pay, 
shorter hours and higher occupational rating, to a job in the 
kitchen. These situations need to be met: first, by reconsideration 
of Works Program wage rates in some areas; second, by an ener- 
getic campaign to find jobs for relief workers, conducted by an 
efficient public employment office system; and third, by a rigid 
Works Program policy of discharging workers who fail to accept 
industrial jobs for which they are fitted and which offer standard 
wages and work conditions. 

As a matter of fact, while some workers may be apathetic about 
looking for work, there is little evidence of actual refusal to take 
private jobs on the part of the relief population. The widely 
advertised labor shortages of recent months are largely mythical. 
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Careful studies have been made of many such complaints, but no 
situation has yet been found in which a shortage actually exists, 
where wages and work conditions are standard, and where there 
are workers on relief capable of filling the jobs. The Works Pro- 
gram has adopted the standard practise of closing down projects 
in advance of the development of any demand for labor, to the 
extent necessary to assure an ample labor supply. 

The whole question of the transfer of relief workers to private 
industry raises a fundamental question of relief policy. Shall 
relief be used to bolster the living standards of a depressed area, 
or to raise abnormally low wage levels? The question is one 
which has run through the entire period of federal relief activity 
but has not yet been satisfactorily answered. It was first raised 
in CWA days; it came up again as relief grants increased under 
FERA; and it has become more insistent as wage policy has de- 
veloped under the Works Program. The problem, as it affects 
the South, may be stated very simply. Since living standards for 
large groups of the South’s population are extremely low, relief 
must either fall sharply below any acceptable standard or exceed 
many non-telief incomes. The family of the average wage laborer 
referred to a moment ago had a total income of only $180 in 1934. 
To grant more than this amount may operate to keep people on 
relief. To cut appreciably below it certainly means semi-starva- 
tion and increases in disease and mortality rates. 

3. It was both natural and appropriate that a frankly experi- 
mental approach to the development of relief policy should have 
been adopted during the depression. Too little was known of the 
problem in the early days to permit the establishment of arbitrary 
relief systems. The experimental approach has obvious advan- 
tages, and it has served very well, on the whole. Its use has given 
rise to a number of difficulties, however. In particular, the rapid 
shifts in policy, and the uncertainty as to how long the federal 
government would continue to participate in relief, and on what 
basis, have made planning for relief an extremely difficult task. 

If the preceding analysis is correct, we shall have a relief problem 
of very considerable magnitude for some years to come, followed 
by a permanent burden which will be markedly larger than that 
before the depression. The federal government can be expected 
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to assist in meeting this problem, at least through the Social 
Security Program and probably in other ways, such as a program 
of public works. In view of the probable future prospects I 
suggest that one of the most important tasks now facing the relief 
administrations—federal, state and local—is the development of a 
carefully planned and integrated long-time approach to the prob- 
lem of relief, and the construction of adequate administrative 
machinery to administer the resultant program. A good start in 
this direction has already been made through the Social Security 
Program, but this covers only a part of the field. 

The Southern cotton states illustrate, in the state and local 
spheres, a situation which exists in many other states of the Union 
as well. After 7 years of struggle with a gigantic relief problem 
only one of the 7 cotton states—Alabama—has established a per- 
manent program for general assistance, creating a State Welfare 
Department to supervise county welfare agencies, and accepting a 
degree of state financial responsibility. Louisiana has recently 
adopted a constitutional amendment to permit the establishment 
of a permanent system, and Arkansas has a temporary State Welfare 
Department which will expire in February unless further legisla- 
tive action is taken. The other four states continue to place full 
responsibility upon the county governments, and provide neither 
financial assistance, control, nor (with a partial exception in the 
case of North Carolina) supervision in relief matters. Under such 
a lack of system it is no wonder that we find the miserable condi- 
tions for unemployables which have previously been described. 

Reorganization of state and local relief systems is not of itself 
sufficient, however; changes are required also in the federal sphere. 
There is need for a long range federal program, conceived in the 
light of the extensive information now available concerning the 
problem of relief, and sufficiently stabilized to permit maximum 
cooperation with the states. The plans for work relief, direct 
relief, and rehabilitation should be re-analyzed, with respect 
both to their advantages in supporting the needy and their con- 
tributions through rehabilitation, retraining and other means, 
in assisting distressed persons to get back on their own feet. The 
financial part played by the federal government should be re- 
viewed, to the end that federal aid be granted more nearly in ac- 
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cordance with the needs of the states for funds and their abilities 
to provide such funds, with due regard to equality of treatment. 
The work of existing federal agencies, such as the Social Security 
Board, the Works Program, the Resettlement Administration, 
and the United States Employment Service, should be closely in- 
tegrated, to provide a unified federal attack on relief problems. 

Finally, and this is extremely important, a closer cooperative 
arrangement between the states and the federal government must 
be evolved. In the last analysis the relief situation cannot be 
properly dealt with until there is a flexible, coordinated program, 
embracing all spheres of government, which will provide assist- 
ance in adequate measure, to all persons who are in need, without 
overlapping or omissions. 

4. It is obvious that the effectiveness of a relief program in re- 
storing prosperity and increasing the demand for workers is dis- 
tinctly limited. Relief expenditures unquestionably do help to 
support the demand for goods and thus tend to increase employ- 
ment. Aside from this influence, direct relief is primarily a device 
for protection against human suffering. Work relief is more con- 
structive, in that it tends to maintain skills and work habits. A 
program of rehabilitation goes still further and attempts directly 
to assist the unemployed worker to get back to a self-supporting 
basis. 

It was natural that attention, in both urban and rural areas, 
should turn toward rehabilitation as the depression continued, 
and programs for the training and retraining of workers are now 
under way in both the WPA and the Resettlement Administration. 
The phase of these programs most pertinent to the present discus- 
sion is the rural rehabilitation work initiated by FERA and later 
transferred to the Resettlement Administration. This program 
had as its general objective the removal of families from relief, 
and the provision of credit for subsistence and farming operations 
to assist them again to become self-supporting. It proved neces- 
sary in most cases to permit these families torepay their loans 
through work on relief projects. Hence, characterized very 
broadly, the program continued the furnishing system under 
government auspices. It has made a distinct contribution toward 
the economic reconstruction of distressed families, however; it 
has provided funds at markedly lower interest rates, has en- 
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couraged the acquisition of work stock, has stimulated diversifica- 
tion, and has improved the morale of tens of thousands of dis- 
tressed families. 

Useful as the rehabilitation program has been, something more 
is needed. The South presents a picture of an area overpopulated 
in terms of its present economic productiveness. The results are 
an uncertain income and an extremely low standard of living, 
with little opportunity for economic advancement. In 1934, 
which was a relatively good year, the owners of large cotton 
plantations averaged only about $850 in total labor income, after 
a 6 per cent return for invested capital had been deducted from gross 
income. Their cropper families received an average of about 
$312 for the year, in cash and kind, and, as previously remarked, 
their laborer families received about $180. In poor years these 
wretched earnings shrink almost to the vanishing point. 

It is clear that a program of rehabilitation, in the larger sense, 
must go far toward reconstructing the economic and social system 
of the South if we are to avoid frequent vast outpourings of relief 
funds in the future. It must operate to replace the share-cropper 
with the small farm owner, must substitute for the soil-robbing 
one-crop system a program of diversification and soil restoration, 
and must thoroughly reorganize the ruinous credit system, which 
now imposes annual interest charges averaging 37 per cent upon 
subsistence advances to plantation tenants. It must embark upon 
a long-range program of agrarian education and supervised train- 
ing to equip the depressed population of the South to profit from 
greater economic opportunities. It must stimulate an energetic 
search for new markets, new crops and new techniques. 

It is obvious that rehabilitation, conceived in these terms, in- 
volves a program extending through several generations. The 
rehabilitation activities thus far initiated represent only modest 
steps to deal with more pressing phases of the task. Finally, it 
is obvious that the motive power for a program of reconstruction 
of the magnitude suggested above must come, in the main, from 
the Southern states themselves. It cannot be imposed from with- 
out. The important thing, however, is that a start has been made. 
The rapidly growing interest in the problem on the part of South- 
erners holds promise for more fundamental measures originating 
within the Southern states themselves. 
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The passage of recent legislation, particularly the Social Security 
Act, definitely marks the acceptance of the principle of social se- 
curity in the United States. While many of the features of the 
present program have been in existence in this country for many 
years, others, until recently, not only have been absent, but have 
been looked upon as unacceptable in principle. In reversing our 
attitude toward such measures, in combining them with existing 
ones into something of a coordinated program, and not the least 
in importance, in enlisting the active sponsorship of the federal 
government in a field in which the initiative and chief responsi- 
bility has traditionally rested with the states and with the local 
communities, social security would now seem to occupy a signifi- 
cantly different position than it has in the past. It will inevitably 
become an increasingly important factor in shaping our national 
policy in the future. 

The introduction of any new program of action is ordinarily 
accompanied by a considerable amount of uncertainty, confusion, 
and controversy; and in this respect social security is no exception. 
Issues, both general and technical, have already arisen, and others 
will doubtless arise which call for the most careful and impartial 
consideration. 

The present paper is concerned with some of the broader aspects 
of social security rather than with the technical problems which 
it presents. The chief inquiry is into its functions in modern 
economic life—what we may reasonably expect from its presence. 
As a preliminary to this inquiry, it seems advisable to examine 
the concept of social security itself and to note the position which 
it occupies in our economic and political structure. The final sec- 
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tion offers a brief glance at the program of security contemplated 
by the Social Security Act. 


T 
a 


The term “‘social security,’’ which appears to have definitely 
established itself in our literature, as well as in our every-day 
speech, is in keeping with the best tradition in economic termi- 
nology: it is vague, uncertain, and ambiguous. Considered in its 
broadest sense, it might reasonably be interpreted as including 
any action which society undertakes for its own protection and 
security, or that of any of its component parts. Measures relat- 
ing to the national defense, the Federal Reserve Act, the Pure Food 
and Drug Act, the Interstate Commerce Act, might well be re- 
garded as promoting social security in this broad sense. 

A more restricted interpretation of the term would exclude such 
measures as the foregoing, but would include such others as might 
contribute to “‘. . . the security of the home, the security of liveli- 
hood, and the security of social insurance,’’ which President 
Roosevelt designated as first among our objectives in his message 
to Congress on June 8, 1934. Such an interpretation would permit 
the inclusion of such measures as the Home Owners’ Loan Act, 
the Federal Deposit Insurance Act, the Farm Credit Act, as well 
as the Social Security Act. In fact, as the term is sometimes used, 
the inclusion of such measures is implied, if not actually stated. 
This interpretation is further justified by the fact that the term 
“social security’’ is tending to displace the term ‘‘economic 
security’’ which was widely adopted following the President's 
message in referring to the objectives which he set forth on that 
occasion. The Social Security Act itself, as Miss Burns observes, 
‘*.. . began life as the Economic Security Bill, as was appropriate 
to the child of the labors of the Committee on Economic Security. 
It became the Social Security Act only on its way through Con- 
gress.""} 

On the other hand, it should be borne in mind that the Social 
Security Act is directed toward only one of the three major objec- 
tives which the President had in mind, “‘the security of social in- 
surance’; and that in current usage ‘“‘social security’’ is generally 


1 Eveline M. Burns, Toward Social Security, p. 9. 
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accepted as referring to the protection which is promised by those 
measures incorporated in the Social Security Act, plus perhaps 
workmen's compensation, of which the Act makes no mention. 
In this narrower sense it thus becomes practically synonymous 
with “‘social insurance,’’ and these two terms are not infrequently 
used alternatively. 

It is evident from the foregoing that there is no general agree- 
ment as to the exact meaning of the term “‘social security.’’ Used 
in the wider sense, as it occasionally is, it appears to convey much 
the same meaning as economic security; used in the more restricted 
sense, as is more frequently the case, its meaning is substantially 
the same as that of social insurance. Either use of the term is 
perfectly legitimate, but the fact that both exist is a source of 
some confusion and renders exposition difficult. The writer, 
while inclined toward the wider concept, is not disposed to go 
counter to current usage. 

Since we are chiefly concerned here with social security in its 
more restricted sense, that is, as synonymous with social insurance, 
it may be well to examine this concept somewhat more closely at 
the outset. ‘““This term,’’ to quote the late I. M. Rubinow, “‘is 
used to cover the rather diversified group of governmental measures 
designed to protect workmen and other groups of the lower or 
middle economic strata against the ordinary hazards of industrial 
life. It is applied loosely, usually by way of description rather 
than as an abstract definition, the social objective being stressed 
far more than the insurance method. By common agreement, 
the concept embraces industrial accident insurance, workmen's 
compensation, health insurance, old age, invalidity and unemploy- 
ment insurance, and sometimes also governmental measures of 
direct relief in which the insurance method is altogether absent 
such as old age, mothers’, widows’, and orphans’ pensions or direct 
unemployment relief.’"? Since this list, with one or two excep- 
tions, approximates the scope of the Social Security Act, it is 
apparent that no serious error is being committed in regarding the 
meanings of the terms social security and social insurance as sub- 
stantially identical. 

Particular attention should be called to the fact that in the 


21. M. Rubinow, ‘‘Social Security’’ in The Encyclopaedia of the Social Sciences. 
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concept as set forth here, it is the social objective rather than 
the method that is emphasized. Failure to observe this point has 
resulted in much useless controversy as to whether a particular 
measure should or should not properly be considered as insurance. 
Nevertheless, the inclusion of these various diverse measures in 
the term “‘social insurance’’ should not be permitted to obscure 
certain fundamental differences which exist between them. We 
have, on the one hand, those measures which are distinctly relief, 
or welfare, in which the insurance principle is entirely lacking, 
and in which assistance is contingent upon proof of need. On the 
other hand, we have those in which the insurance principle is pres- 
ent, in which contributions by or for the insured are required, and 
in which benefits are paid on a basis of contractual right, without 
regard to need. We shall have occasion to refer to the distinction 
which we have drawn between these two groups of measures later. 


II 


Before proceeding to a more detailed examination of social in- 
surance, or social security, it may be well to consider briefly the 
position it may be expected to occupy in our economic and politi- 
cal system. Is it in fact, as its critics sometimes allege, a move- 
ment in the direction of socialism, and a departure from American 
principles and tradition? 

If a second quotation from Rubinow may be permitted, the fol- 
lowing succinct observation with respect to the position of social 
insurance in a capitalistic economy seems particularly apt: “‘Social 
insurance,"’ he says, ‘‘may be regarded as a halfway measure be- 
tween strictly individualistic methods of voluntary and private 
insurance and the collectivist or socialist demand of the right to 
maintenance and support. It rejects the implications of uncor- 
rected individualism, while at the same time it accepts the modern 
individualistic organization of economic society based upon pri- 
vate property and the wage and profit system.’’* 

If private property, free enterprise, and the wage and profit 
system may be considered as the essence of capitalism, it can 
reasonably be argued that capitalism is not threatened by social 
insurance. On the contrary, social insurance may well be regarded 

3 Ibid. 
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as the price which capitalism has to pay for its existence. Im- 
poverishment and dependency prevail only in part because some 
individuals, due to mental or physical incapacity, or even shiftless- 
ness and lack of foresight, are unable to provide for themselves 
and their dependents. They also prevail because modern capital- 
ism has so far been unable to offer to all the able-bodied and com- 
petent the opportunity to earn a livelihood and to provide for a 
rainy day. Our experience since 1929 should convince the most 
skeptical that political expediency, if not a sense of humanitarian- 
ism, demands a greater degree of security for the average person 
than has existed in the past if our political and economic institu- 
tions are to be maintained. 

Considered in its wider sense, social security again marks no 
such radical departure from established American principles, if 
such there be, as we are sometimes asked to believe. It would 
require a most discerning eye to differentiate in principle between 
the Home Owners’ Loan Act, or the Agricultural Adjustment Act, 
on the one hand, and a protective tariff, or a subsidy to the mer- 
chant marine, onthe other. In each case collective action is forth- 
coming in behalf of a particular group, but only on the premise 
that the national interest is thereby promoted. 


Ill 


We may now turn to our point of chief interest—the contribu- 
tions of social security to our modern economic life. 

It will facilitate our inquiry if at this point we differentiate fur- 
ther between the several measures, or, with reference to the Social 
Security Act, the several features of the same measure, which indi- 
vidually and collectively are designated as social security. One 
distinction, it will be recalled, was made earlier where those 
measures which embody the insurance principle were set apart 
from those that do not. A more useful differentiation for the im- 
mediate purpose is between those that are negative, or perhaps 
better, passive, in their nature and effects, and those that are posi- 
tive, or active. This distinction can be made clearer, perhaps, 
by noting that social security, in its modern forms, is recognized 
as having three broad functions: (1) compensation, or the payment 
of cash or other benefits to those who, for one reason or another 
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are faced with loss of income because of the absence of, or a reduc- 
tion in earning capacity; (2) where possible, the restoration or 
development of earning capacity through medicinal, orthopedic, 
or educational facilities; () the prevention, reduction, or modi- 
fication of such hazards as accidents, sickness, and unemployment, 
that threaten individuals with loss of income and security. The 
first of these functions, compensation, may be considered as nega- 
tive, Or, at most, as passive; the second and third as positive, or 
active. Whether a given measure falls in the one category or the 
other depends partly upon the nature of the hazard itself, and 
partly upon the nature of the measure designed to meet the hazard. 
Some hazards, and some measures lend themselves to the positive 
functions to a much greater degree than others. Broadly speak- 
ing, the welfare or relief measures tend to fall in the negative or 
Passive category, the insurance measures in the positive or active, 
although there are important exceptions in both cases. Whether 
or not a given measure is in the nature of relief and at the same 
time passive, or in the nature of insurance and at the same time 
positive, however, is relatively unimportant. It is important to 
keep in mind that along with the evolution in the methods of 
meeting the hazards of modern life, the positive functions of resto- 
ration and prevention are receiving more and more attention. 
One or two examples from each of these two categories will be 
sufficient to indicate the manner in which they perform these 
several functions. Such measures as old-age pensions, mothers’ 
pensions, and pensions for the blind, would fall in the category 
here designated as passive or negative. Their chief, if not entire, 
purpose and effect is to mitigate or alleviate a given situation, 
rather than to correct the causes which give rise to it. Since such 
measures are ordinarily financed through general taxation, they 
serve, to a limited extent, as agencies working toward a redistribu- 
tion of wealth and income. To the extent that this may tend 
toward a better balance between saving and consumption, they 
may be considered as having a positive effect. Likewise, if, and 
insofar, as the recipients of assistance from these sources are 
thereby enabled to become self-supporting, in whole or in part, 
such measures may be considered as positive. For the most part, 
however, their effects must be regarded as negative or passive. 
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Included among the measures which may be considered as posi- 
tive in their effects are workmen’s compensation, unemployment 
insurance, health and accident insurance, and old-age benefits. 
The primary function of these measures is to offer those covered 
by their provisions a degree of security against the several hazards 
toward which they are directed. In this respect they are identical 
with those in the former group, differing only in method. In addi- 
tion to this primary purpose, however, they possess qualities, in 
varying degrees, which lend themselves to correcting or modify- 
ing the conditions which give rise to the hazard in question, or 
to the achievement of some other desirable end. A familiar 
example is to be found in workmen's compensation. The primary 
purpose here is to compensate workers, in part, for the loss of 
income resulting from injuries sustained in the course of their 
employment. Through the use of premium differentials, safety- 
first campaigns, and the development of first-aid programs, how- 
ever, it has played no small part in encouraging the prevention of 
industrial accidents and their more serious consequences. Finally, 
in this respect as an adjunct to vocational rehabilitation, work- 
men’s compensation is a factor, where such is possible and desir- 
able, in rehabilitating the injured worker and restoring him to 
the status of an income producer. 

An even more ambitious réle is anticipated by some for unem- 
ployment insurance. Here again, as in the case of workmen's 
compensation, the primary purpose is to insure workers against 
a total loss of income resulting from forces over which they have 
no control. Scarcely less important, in the judgment of some of 
its proponents, is the part unemployment insurance may be ex- 
pected to play in reducing unemployment itself. Through the 
incentive offered by merit-rating systems, and especially by plant 
or industry reserve funds, it is argued that employers will be 
encouraged to reduce unemployment, particularly that of a sea- 
sonal nature, to an indeterminate but probably considerable degree. 
Consequently, in contrast to European systems, most of the un- 
employment insurance plans thus far established in this country 
provide for one or another of these devices. 

Perhaps even more stress has been laid on unemployment insur- 
ance as a possible agency in exercising a greater degree of control 
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over the business cycle. The payment of benefits, it is argued, 
will tend to maintain purchasing power and consumer buying 
and thus prevent us from descending as far into the trough of the 
depression as would otherwise be the case. The further point is 
made that the laying up of reserves in good times will withdraw 
purchasing power from circulation, thus tending to prevent the 
over-expansion of business activity which inevitably ends in a 
crash. Finally, it is argued that a proper administration of the 
reserves will result in a better control of credit, and will thus 
act as a stabilizing force. 

It is beyond the scope of the present paper to enter into a detailed 
analysis of the manner in which these several results are expected 
to be accomplished, or to argue that, in fact, they can or cannot 
be accomplished. Since social insurance is with us however, and 
since it inevitably will play an increasingly important part in our 
economic life, one or two general observations may be in order. 

It may be noted, first of all, that the claims which are made are, 
for the most part, expressions of hope rather than statements of 
accomplished fact. While some American firms have succeeded 
in stabilizing unemployment to a commendable degree, largely 
by reducing seasonal fluctuations, the number is strikingly small. 
Doubtless others will be encouraged to make similar efforts by 
the incentives referred to above. To the extent that they are suc- 
cessful, two important results will be accomplished: first, the re- 
serves which otherwise would be used up to compensate seasonal 
unemployment will be conserved for periods of depression, when 
the need is greatest; and, second, employers will be discouraged 
from stabilizing prices at the expense of production and employ- 
ment.‘ 

The possibility of utilizing unemployment insurance as a means 
of exercising a greater degree of control over the business cycle 
has received the support of many reputable students in recent 
years.5 This possibility can be realized, however, as Hansen 
points out ‘*. . . only by checking the creation of new purchasing 
power in boom times or by offsetting these funds by withholding 
some part of the purchasing power from entering the market; and 


4 Sumner H. Slichter, Toward Stability, p. 179. 
5 See Slichter, opus cit., and Hansen, A Program for Unemployment and Insurance and Relief. 
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by creating new purchasing power in times of depression or bring- 
ing withheld purchasing power into the market.’’* The collec- 
tion of premiums, regardless of their incidence, during periods of 
prosperity represents savings. By withholding the sums thus 
collected, which, over a reasonably extended period of prosperity 
may be expected to attain a considerable volume, a double purpose 
is accomplished: first, being withheld, they do not go to swell 
the volume of buying, either directly as currency or indirectly as 
bank reserves; second, being released when employment and pur- 
chasing power begin to fall off, they are in the nature of new 
purchasing power, or at least, of purchasing power that is not 
being merely transferred from some other potential purchaser. 
Entering the market at this time as new purchasing power, the 
effect of these sums would probably be considerably larger than 
their volume might indicate. In the first place, in addition to 
their direct effects, their expenditure would have much the same 
secondary or cumulative effects as would similar expenditures of 
new funds for public works; second, the assurance that at least a 
certain minimum of income would be forth-coming would tend to 
encourage employed wage-earners, who otherwise would be appre- 
hensive lest they themselves might shortly become unemployed 
and without any income, to be more willing to continue their 
normal expenditures, thus helping to maintain the volume of 
buying. 

The foregoing general conclusions are based on the assumption 
that the reserves built up in the manner indicated will be managed 
in such a way as to permit the fulfillment of these possibilities. 
That they can be so managed and thus become a useful supplement 
to existing technics of credit control appears to be generally agreed 
upon. On the other hand, there also appears to be general agree- 
ment that unless they are properly managed their effects will be 
to increase rather than decrease the swings of the business cycle, 
thus defeating, in large part, the whole purpose of unemployment 
insurance. A discussion of the various possible methods of 
managing reserves would take us too far afield. It may be ob- 
served, however, that European experience throws little light on 


6 Hansen, opus cit., p. 167. 
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either the question of transferring purchasing power from periods 
of prosperity to periods of depression or of managing reserves. 
The chronic unemployment that has prevailed over most of the 
period in which European plans have operated has prevented the 
accumulation of reserves of any considerable magnitude, and the 
payment of benefits has, in effect, consisted largely of a redistribu- 
tion of current income. 


IV 


We may now turn to the program of social security contemplated 
by the Social Security Act. What, in light of the foregoing dis- 
cussion, may we reasonably expect from its operation? Space 
limitations must confine the discussion to a few broad generaliza- 
tions. The question of constitutionality will be ignored entirely. 

The general features of the Social Security Act are too well 
known to require any extended discussion. With the exception 
of the old-age benefit feature, which is solely a federal responsi- 
bility, the program rests on a basis of federal-state cooperation. 
In this joint undertaking it is the rdle of the federal government 
to encourage and assist the states to establish systems of social 
security by removing the obstacle of interstate competition and 
by furnishing financial assistance, and to assure a certain degree of 
adequacy by establishing broad minimum standards below which 
no state may go. It is the duty of the states to enact the necessary 
legislation to bring this program of social security into existence, 
and, within the wide limits set by the Act, each state is given 
a considerable degree of freedom in choosing the kind of system it 
will have, the amount of assistance it will render, and other de- 
tails. In addition, the states are required to bear a part of the cost 
of the program to the extent that it is financed out of general taxa- 
tion rather than by means of payroll taxes. The states are also 
charged with the responsibility of administration, under the gen- 
eral supervision of the various federal agencies directly concerned, 
particularly the Social Security Board. 

In scope the Act embraces unemployment compensation, and 
old-age benefits, embodying the insurance principle, and a group 
of measures which may be designated as welfare measures. In- 
cluded in this group are old-age pensions, pensions for the blind, 
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provisions promoting public health and vocational rehabilitation, 
and four different provisions relating to tux care of crippled, de- 
pendent, and under-privileged children. Since all the forms of 
assistance included in this group have been in existence as state 
undertakings, in some cases with federal support, for many years, 
the Social Security Act represents, in large part, a reorganization 
and extension of existing methods of providing assistance to the 
needy and dependent rather than a complete innovation. The 
provisions relating to unemployment compensation and old-age 
benefits, while undoubtedly among the most important features of 
the Act, and certainly the most controversial, are the only ones 
that are entirely new to this country. 

Some idea of what we may reasonably expect from this program 
in action may be gained by noting some of the criticisms most fre- 
quently directed against it. First, that the Act employs too great 
a diversity of methods to accomplish its ends, combining, as it 
does, direct dealing between the federal government and the indi- 
vidual, as in the case of old-age benefits; the tax-offset method, as 
in the case of unemployment compensation; and the grant-in-aid, 
which is the device employed in the remainder of the measures. 
All this, it is argued, is awkward and unwieldy; it centralizes too 
much authority in Washington, and it will tend to become bureau- 
cratic. Second, that the standards set in the Act are too low, 
that they will tend to become the maximum that will be adopted 
by the states, with the result that neither the coverage of the state 
laws, nor the assistance they offer will be anywhere near adequate 
provide real security. Third, that in failing to make some provi- 
sion for relief for those who either cannot qualify for unemploy- 
ment compensation, or who have exhausted their rights to bene- 
fits, we have gone counter to European experience and have failed 
to include a very necessary provision. Fourth, that the failure to 
provide health insurance leaves the worker subject to one of our 
most severe hazards. Fifth, that financing the unemployment 
compensation and old-age benefits by means of a payroll tax will 
throw a disproportionately heavy burden on the worker as the 
entire cost will tend to be shifted to him, and that a part of this 
cost, at least, should be met by general taxation. Finally, that 
the present provisions for handling the old-age benefit and unem- 
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ployment compensation reserves are unsound, and as the Act now 
stands they cannot be used effectively as a means of controlling 
the business cycle. 

With the foregoing criticisms the writer is, for the most part, 
in accord. They indicate, beyond doubt, some of the results we 
may expect from our program of social security as it now stands. 
But over against these shortcomings must be placed the more satis- 
factory aspects of the program. The unemployment compensa- 
tion features now offer to millions of workers at least a first line 
of defense against insecurity, which they have never had before. 
The old-age benefit features offer workers an opportunity to buy 
for themselves an income for their old age that will be theirs as 
a matter of right, with no element of relief attached. From the 
Act as a whole we may reasonably expect a better coordinated 
program with fewer gaps on the one hand, and less overlapping on 
the other. There is no doubt that those states which have lagged 
in enacting legislation of this nature will be greatly stimulated. 
Likewise, the requirements set forth in the Social Security Act, 
meager as they are, will result in a marked extension of the cover- 
age of these various measures, as well as a greater degree of liber- 
ality in their provisions, even in the more progressive states. We 
may also, I think, look with some confidence for better adminis- 
tration than we have had in the past, with a pronounced extension 
of civil service. 

In conclusion, it must be admitted that the Social Security Act 
is far from being a perfect measure and that its program is far 
from satisfactory. Fortunately, there is no attempt to evade 
these facts, even by its most ardent supporters. Had constitu- 
tional limitations not been a factor, a wholly satisfactory measure 
at the outset could not have been expected. The Act as it stands 
offers a far greater measure of security to the American workman 
than he has had heretofore. It can, and doubtless will, be altered 
and improved along lines that experience indicates as desirable. 
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Social security in the South will here be considered from three 
aspects. First, so far as possible, the public welfare provisions 
in force in 1932 are described. Then the provisions of the various 
laws now in force are analyzed; and finally some problems involved 
in the spread of social security in the South are presented. The 
South is Odum’s classification which includes Alabama, Arkansas, 
Florida, Georgia, Kentucky, Louisiana, Mississippi, North Caro- 
lina, South Carolina, Tennessee, and Virginia. 


I 


In general, public welfare in the South before 1932 was archaic. 
The aged and the dependent children were not exposed as in more 
primitive societies but neither could the laws of any Southern 
states be viewed with pride by those seeking the most humane 
methods of meeting the age-old problem of the ‘‘deserving poor.”’ 

Every state left the major portion of poor relief to the county 
governments. The counties were directed to care for the poor 
and were given permission to build almshouses into which most 
of the indigent aged were placed. Undoubtedly there was some 
outdoor relief, but data are not now available to indicate the exact 
amount of relief furnished in that way. The poor house was prob- 
ably the most common, for, with three exceptions, the state 
governments of the South spent no money for outdoor relief in 
1931.1 Kentucky alone had made any move toward the old-age 
pension, the more modern method of relief of the aged. And that 
law was entirely inadequate. The counties were permitted to 
raise funds to pay a maximum monthly pension of $20.83, but 
unfortunately as the counties did not choose to pay the pensions, 
the law was practically inoperative. 


1 Bureau of the Census, Financial Statistics of States, 1931. 
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Toward handling the problem of dependent children a little 
more progress had been made. Many states prohibited the keep- 
ing of children in almshouses; many established child welfare 
departments charged with seeking relatives capable of supporting 
the children or placing children in homes as apprentices or for 
adoption; other states authorized their juvenile courts to provide 
for the welfare of the children as well as to deal with legal infrac- 
tions. Only Georgia and South Carolina had no legal provisions 
to relieve children in their own homes. However, some of the 
other laws were inactive because relief was optional with the 
counties and the state added nothing to county funds. But in 
1932 for aid to dependent children the eleven Southern states spent 
a total of only $207,000, ranging from nothing in Arkansas and 
Mississippi to $55,000 in Alabama.’ 

Over these old-fashioned county relief laws the Southern states 
exercised slight control. Most of the states had boards of one 
variety or another, usually with unpaid members, inadequate 
staffs and supervisory powers only. One state (Arkansas) pro- 
vided definitely that the board should have no administrative nor 
executive powers. A few of the states had adequate staffs and 
powers for overseeing the entire charitable system. Much re- 
mained to be done, however, to establish Southern public welfare 
laws on a par either with the better laws of the nation or with the 
model laws advocated by social workers. 


Il 


The federal Social Security Act has changed considerably the 
Southern picture of social security and public welfare. When the 
federal government agreed to match payments to indigent aged, 
dollar for dollar, up to $15 a month, and to match one-third of 
the aid to dependent children, and to supply adequate administra- 
tive expenses for those aids as well as unemployment administra- 
tive expenses, many of the Southern states ‘‘climbed aboard the 
band wagon.’’ Thus we have the unusual arrangement of Missis- 
sippi with an unemployment insurance law without any work- 
man’s compensation law. 

Unemployment insurance. Alabama, Louisiana, Mississippi, and 


2 Bureau of the Census, Financial Statistics of State and Local Governments, 1932. 
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South Carolina have passed approved unemployment insurance 
laws. Alabama and South Carolina have added exemptions to 
those of the federal act. Insurance agents in those states are not 
covered, though apparently they are in the federal act. Likewise 
exempted in Alabama are railroad workers engaged in interstate 
commerce. This feature was apparently added because the legis- 
lature heard a rumor that Congress planned special legislation for 
railroad labor. 

Another unusual feature is the provision for employee contribu- 
tions in Alabama and Louisiana. This feature is allowable, but 
is based upon a theory of unemployment insurance not held by 
many state legislatures. All of the acts except Mississippi provide 
for a merit rating, South Carolina and Louisiana for an automat.c 
rating, and Alabama for a commission-determined rating. The 
Mississippi commission is charged with a study of the problem. 

A most unusual feature in the Alabama and Mississippi laws is 
the lack of provision for a minimum payment, a provision omitted 
from no other state laws except those of the District of Columbia. 
For the poorly paid worker, fifty per cent of his average weekly 
wage will provide a very poor security to say the least. 

The Alabama and Mississippi laws are at present being attacked 
in the courts. In Alabama the employees of the Gulf States Steel 
Company and of the Dwight Manufacturing Company petitioned 
for an order restraining their employers from deducting the em- 
ployee contribution. A lower state court decided the statute was 
unconstitutional and the cases were appealed to the circuit court 
of Etowah County where they are now pending. In addition the 
Gulf States Steel Company and the Southern Coal and Coke Com- 
pany are attacking the constitutionality of the Alabama law as 
well as the federal law. In Mississippi a large lumber company 
is likewise questioning the constitutionality of both the federal 
and state acts. 

Aid to dependent children. Under Title IV of the Social Security 
Act the federal government agrees to pay one-third of the costs of 
aiding dependent children in their own homes. The law provides 
certain minimum requirements including state-wide coverage, an 
opportunity for a hearing to anyone denied compensation, certain 
residence requirements, and supervision of administration by some 
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central state organization. Though all of the Southern states 
except South Carolina and Georgia had previously passed laws 
aiding dependent children, Alabama, Arkansas, and Louisiana 
have so amended their old laws as to make them acceptable to 
the new standards of the Social Security Act. 

The 1936 South Carolina legislature adjourned without passing 
legislation establishing a department of public welfare or legis- 
lation for aid to the blind, the aged, or to dependent children. 
The Governor, however, by executive order set up a temporary 
department. That department arranged for county departments 
in 40 of the 46 counties of the state. The funds for this venture 
came from the final F.E.R.A. grant to the state, matched by the 
counties. ““Thus, although federal funds cannot be secured on a 











TABLE I 
Arp to DepEnDENT CHILDREN IN THE SouTH, SEPTEMBER, 1936* 
NUMBER OF CHIL- 
STATE DREN RECEIVING | gyounr pam | PAD 
SEPTEMBER ra ca 
PR iixion cose iwsvics ence snoneanenen 155734 $55,254 $3.51 
PRIN 6 ote detent iow sacle wn nai eee 8,359 21,274 2.55 
BROMNIR Ge Lact tctcistenvce cc ewietiawes erica 17,852 102,148 5-72 
pg ee ee 2373737 $2,508,409 $10.55 














* Statistics of Public Assistance, November 1, 1936, News Release of the Social Security 
Board. 


matching basis without state participation, social security is 
Operating on a restricted basis in South Carolina.’’* Other South- 
ern states may have adopted similar programs but no reports of 
them have come to light. 

Aid to dependent children is still not very extensive. In Au- 
gust, South Carolina aided 3,129 children at an average expenditure 
per child of $2.71.4 In September, Alabama paid 15,734 children 
an average of $3.51 per child, Arkansas aided 8,359 children with 
an average payment of $2.55, and Louisiana aided 17,852 children 
at an average per child of $5.72.5 

3 South Carolina Social Welfare, July, 1936. 


* South Carolina Social Welfare, October, 1936. 
5 Social Security Board, News Release of November 1, 1936, Cf. Table I. 
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Old-age assistance. The Southern states have pensioned Confed- 
erate veterans and their widows, but relief of the indigent aged has 
more generally been provided by county almshouses and more re- 
cently by federal emergency relief. Title I of the Social Security 
Act therefore encouraged great changes; the federal government 
agreed to match state and county expenditures up to fifteen dollars 
a month, the only proviso being that the state law meet certain 
minimum requirements. Thus far Alabama, Arkansas, Florida, 
Louisiana, and Mississippi, having passed laws meeting those re- 
quirements, are receiving federal funds to assist in paying pensions 
and for administrative expenses. 

The attached Table II, summarizing the principal provisions, 
indicates that the laws themselves are ample. With the excep- 
tions of Mississippi and Kentucky, at least $30 a month pension is 
legally possible. 

Alabama provides a pension for those over 65 having less than 
$360 a year income. County boards of public welfare are in- 
structed to provide a reasonable subsistence in proportion to the 
accustomed standard of living of the applicant. In no case, how- 
ever, is the pension to be over $30 a month except for Confederate 
veterans. 

Alabama has provided for its indigent Confederate veterans and 
their widows with the partial aid of the federal government. 
Those eligible to receive Confederate pensions who are likewise 
eligible to receive old-age assistance are required to apply for old- 
age assistance. If the county boards find them eligible, they are 
certified for aid and paid up to $30 a month. Other pensioners in 
Alabama receive a much lower amount so that in August, whereas 
the Confederate pensioners received an average of $22.43, non- 
Confederate pensioners received $7.39. The federal government, 
of course, does not match funds for any payments to Confederate 
veterans amounting to over $30 a month. Another interesting 
fact about these Alabama pensions is that the counties do not 
pay anything for Confederate pensions, but do pay one-fourth of 
the cost of other old-age assistance. 

The Arkansas law is similar to the Alabama law except that 
until 1940 only those 70 years of age and over are eligible for assist- 
ance and the county boards may provide $100 for funeral expenses 
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if necessary. As in Alabama the amount of the pensions is deter- 
mined by county boards and those boards are even given the power 
to pay more than the ordinary maximum of $30 in cases of need. 

Mississippi provides a maximum of $15 a month, the exact 
amount to be determined by county boards of public welfare. The 
law also differs from the other two in providing no fixed income 
as the maximum an applicant may have; if his income is insufficient 
to provide reasonable subsistence compatible with health and 
decency, a person may ask for aid. 

Kentucky, though providing that any old person receiving an 
income inadequate to provide reasonable subsistence may receive 








TABLE III 
Status or Sociat Security 1n THE SoutH, NoveMBER 5, 1936 

stare want couren-| SPACE, | pevenpenr | A1,TOom 
Alabama......... eee Approved | Approved No law 
See ee Approved | Approved Approved 
Florida...... veveeeeseeeeeeeeeee+| No action | Approved | No law No law 
GOGERIS.. 2... ccc ccccsccccvescses| ORES | Nolaw No law No law 
ee Approved | No law No law 
OO eee Approved | Approved Approved 
Mississippi........... .sseeeeeeee.| Approved | Approved | No law No law 
North Carolina........ w.eseeeeeee| No law No law No law No law 
South Carolina....................| Approved | No law No law No law 
rr No law No law No law 
re Failed Law sub- No law 

mitted 

















aid, limits that aid to a $15 month maximum. Louisiana has no 
maximum, but gives the supervising board power to grant a 
“reasonable subsistence compatible with health and decency.”’ 
Florida aged are not aided by the state, but every county has sub- 
scribed to the plan. 

Summary. Table III shows in summary form the status of social 
security legislation in the South. All of the states seem to be 
making some effort to meet the standards of the Social Security 
Board. The Louisiana unemployment insurance law, though 
passed by the legislature in June, 1936, was made legal by a con- 
stitutional amendment ratified at the November election. South 
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Carolina and Florida have likewise recently sanctioned constitu- 
tional amendments making possible state participation for various 
parts of the program. The Virginia legislature has turned down 
both an unemployment insurance law and an old-age assistance 
law. The regular session of the North Carolina legislature meet- 
ing in January is expected to take some action to bring North 
Carolina into line, and Kentucky, Georgia, and Tennessee are 
thought to be planning similar action at the regular legislative 
sessions. 

Though the laws are fairly adequate, the payments to date have 
been very meager. For September the average paid vo old persons 











TABLE IV 
Oxp-ace AssisTANCE PAYMENTS IN THE SouTH, SEPTEMBER, 1936* 
bie aedtesb ecm AMOUNT PAID | AVERAGE AMOUNT 
STATE Pi tay a TO INDIVIDUALS PAID TO INDIVID- 
ice woke DURING UALS DURING 
poses SEPTEMBER SEPTEMBER 
IR 555 eos genhiosteeaens 10,594 $113,617 $10.72 
RR Gs ics rrcsers ro iets see eee 13,239 79,167 5-98 
PIE sociicsiceng ped ceeswenisiecwecalsae eee a nl ie cies 
II es xce, Snny Kars Sa eee aoe eae eas 1,539 14,096 9.16 
rc ee 9,696 116,466 12.01 
PIN i065 5.4 3 6,6. sco tarecnmicles <aneels 16,486 58,971 3.58 
Total GF tie MatOR ss... 6 5.6.5.655088 862,402 $16,102,879 $18.50 














* Statistics of Public Assistance, November 1, 1936, News Release of the Social Security 
Board. 
* Approved plan became effective in October. 


in the United States under state approved laws was $18.50. In 
Alabama the pension including the payment to veterans was 
$10.72. Arkansas paid an average of $5.98; Mississippi, $3.58; 
Kentucky, $9.16; and Louisiana, $12.01.6 


Ill 


The federal social security law with the accompanying grants- 
in-aid will undoubtedly have a considerable effect upon social 
legislation in the South. In some Northern states federal grants 
have been used to decrease the burden of the state and counties. 


6 Social Security Board, News Release of November 1, 1936. Cf. Table IV. 








312 FRANK T. DE VYVER 


In the South the federal aid should enable more indigent aged and 
dependent children to be aided and with larger amounts than 
heretofore. The old-fashioned almshouse with all its evils should 
eventually disappear, and though the aid be very little, the poor 
and afflicted of the South should be better off than would be 
possible without federal aid. 

The establishment of state unemployment insurance laws should 
have a salutary effect upon the labor market. All benefits must 
be paid through public employment offices, and states heretofore 
having no such service are now taking advantage of the Wagner- 
Peyser Act providing for state-federal employment offices. Both 
Mississippi and South Carolina are newcomers among the states 
providing this service. 

Once having interfered with the wage contract, even though 
under the urge of the federal government, the Southern states 
will probably provide better labor legislation. Inertia and oppo- 
sition may be overcome and eventually Mississippi and Arkansas 
may even have workmen's compensation laws. South Carolina 
recently obtained a Department of Labor, and a bill providing for 
such a department in Mississippi was introduced at the last regu- 
lar session, though it did not pass. 

Southern labor will be affected in many ways by security legisla- 
tion. Unemployment insurance and old-age benefits are to be paid 
by a pay-roll tax and, for the annuities, by an employee contribu- 
tion as well. The question of how much of the increased cost can 
be shifted to the consumer, how much to the worker, and how 
much will remain on the enterpriser, need not be discussed here. 
If, as many believe, the pay-roll tax will tend to be shifted to the 
worker in the form of lower wages, the unorganized Southern 
worker will be less able to resist than his organized Northern 
brother. There may be, however, in the possible attempted wage 
deductions, an impetus to labor organization in the South that 
may, through collective bargaining, help the workers raise their 
low standards. 

There is, perhaps, a compensating factor appearing, strangely 
enough, in the low incomes of Southern workers. The larger 
proportion of their low incomes are spent for food and rent, the 
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two items that should be affected least by the increased costs and 
hence the possibie increased prices arising from pay-roll taxes. 

The presence of the Negro in large numbers may affect social 
security in the South. When the Mississippi legislature was con- 
sidering the old-age assistance bill, one Mississippi paper warned 
that the washing might be left undone and the washtub traded for 
the rocking chair if the lazy Negro woman were paid a pension 
after she reached 65.7 There is no information available concern- 
ing the present situation, but with so much power left to county 
boards to determine both the existence of the need and how much 
pension is to be paid, one can hardly expect that the aged Southern 
Negro is suddenly to become affluent. 

Probably the potential cost of social security will be the largest 
single influence preventing its wide application. On the other 
hand, the subsidy offered by the federal government will certainly 
encourage Southern states to spend more money for security. Each 
dollar appropriated for old-age assistance, for example, equals 
two appropriated for schools, roads, or asylums. 

Using estimates of numbers involved as furnished by the Social 
Security Board and low estimates both of the number involved and 
of the amount each is likely to receive, estimates have been pre- 
pared of the possible cost of social security, excluding aid to the 
blind. These are shown by states in Table V. 

If the Southern states were to provide for a possible 2.5% of 
their children under 16 at a cost to the state of $48 a year per 
child, and for 12.5% of the aged at $90 a year, the total cost would 
be over 26 million dollars, ranging from over 3 million dollars in 
Kentucky, Georgia, and North Carolina, to slightly over a mil- 
lion and a half in Florida. Using more generous figures, $96 a 
year per child, and $180 a year for 25% of the aged, the total cost 
for the Southern states for 1936 would be over 80 million dollars. 
Since eleven states of the country are actually assisting over 15% 
of their aged and five states over 25%,* the low estimates of numb- 
ers involved are probably an underestimate. On the other hand, 


7 Jackson News, January 27, 1936. 
8 Social Security Board, Public Assistance Monthly Statistics for the United States, 
August, 1936. 
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TABLE V 

EstimaTep Cost or Oip-ace AssisTANCE AND Aip To DepENDENT CHILDREN, 1936* 

STATE | CHILD AID OLD-AGE TOTAL 
Pe oni a 5c ones si vewatatcsaanccek ee $1,350,000 $2,554,800 
Arkansas..... Bee A er 825,600 1,035,000 1,860,600 
RS eee rarer ec eer 571,200 999,000 1,570,200 
Mates oxy 26 x a's kikaomen cesar ees 1,396,800 1,665,000 3,061,800 
BIEN ccexavcsscesrcn seigeoaseeuaen 1,147,200 1,971,000 3,118,200 
I ns ci baa2 se.6a:n, 0s oe Seale rae 835,200 954,000 1,789,200 
es Sani: c ion eh ween ences 811,200 945,000 1,756,200 
RE rr 1,531,200 1,584,000 3,115,200 
NER <5 Pi deke Sass aa ctaeeenss 931,200 846,000 1,777;200 
MN i ec a Wie, oecn a aeisa ee ee eee 1,147,200 | 1,692,000 2,839,200 
i ae cal ltick hese Ca on ra aca ea 1,060,800 1,611,000 2,671,800 
ee eee eee | 11,462,400 14,652,000 26,114,400 











* These figures are prepared using low estimates both of the number of children and 
aged likely to be aided and of the amount likely to be paid to each person, viz., 2.5% of 
those under 16 to receive $48 a year from the states, and 12.5 of the aged to receive $90 a 
year from the states. 


TABLE VI 
Possiste Future Costs or Oxp-ace AssisTANCE ProGraMs TO SOUTHERN States, Usinc Low 
Estimates oF THE NumMBeER TO Bg A1pED AND THE AMOUNT TO Beg Parp Eacu Person, 
Viz., 12.5% or THosk Over 65 Arpep wit a State Payment oF $90 a YEAR* 
(In thousands) 























STATE 1935 | 1940 1950 1960 

PD sacnsckceesccnceanewnv ues $1,237 $1,395 $2,070 $2,520 
ES as ccc-erpaeeeethan ok GSR 1,001 1,181 1,710 2,115 
PE oicevns ocean cteesoucneeasd giI 1,035 1,361 1,710 
aS es 1,429 1,609 2,227 25745 
I eairsdisine as wemeesee dpenice 1,777 1,991 2,531 3,060 
I 5:60 eo wivienssivisipntenn nate 968 1,125 1,643 2,182 
Mississippi......... ithatamaaeress 990 1,147 1,609 2,014 
en ee er 1,384 1,553 2,160 2,768 
OE CPGEIIR on oo 6 ost cescvns ces 720 799 1,114 1,406 
0) ee eR 1,519 1,676 2,396 2,869 
0 RE eri ee 1,440 1,598 2,048 2,464 
Serer a $15,109 $20,869 $25,843 





* Estimates of future population are derived from W. S. Thompson and P. K. Whelprton, 
Estimates of Future Population, published by the National Resources Board. 
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since the average per capita income in the South is $365 a year,? it is 
unlikely that aid to the Southern aged will soon reach $30 a 
month. 

The costs are certain to increase in the future. Using Thomp- 
son and Whelpton’s estimates of future population, and consider- 
ing that only 12.5% of the aged will need assistance, the costs 
to the Southern states in 1940 will range from 15 to 30 million 
dollars, depending upon the size of the pension. By 1950 the 
costs will have risen to from 20 to 4o million, and by 1960 to 
from 25 to 50 million dollars. These latter figures contain no 
estimates for aid to dependent children, which if included should 
raise the total from 10 to 20 million dollars a year. Likewise 
omitted is any consideration of the increased costs likely to arise 
as, under pressure, state legislatures increase the payments to the 
maximum amount that will be matched by the federal government. 
Annuities payable under Title II of the federal act may bring some 
reduction in the total amount needed for assistance, but because 
of the nature of the benefit system, that reduction is not likely to 
be large. 

The question of cost, then, must be met, and advocates must 
not dodge the question, “‘Can we afford it?’’ That the cost is 
going to be great, however, is no reason why the South should not 
accept the security program. Governments are like individuals. 
They apparently afford what they want. However, without a 
considerable increase in taxes, the states of the South must choose 
whether to participate to any extent in the federal social security 
program or whether to keep other services such as highways. 

Another point should be made. The funds previously used for 
public welfare have come from state and local treasuries supplied 
largely by taxes on land. The money to be supplied by the federal 
government will come largely from income taxes. Even if the 
states do not increase their payments for relief, the cost of that 
relief from federal funds will be assessed more according to ability 
to pay. In so far as Southern income tax payers contribute a 
smaller amount per capita to the federal government, the costs of 
security for the South will tend to be spread over the entire 
country. 


® Maurice Leven, et al., America’s Capacity to Consume. 
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In conclusion, we should bear in mind that considerable secur- 
ity can be purchased for the price of a national guard armory, of 
a hundred miles of concrete roads, of one broadside from a modern 
battle fleet, or of just one warship. The cost of firing one of the 
large guns on the western front during the World War is said to 
have been $700. That amount would provide fairly adequate 
security for two old folks for a year. This is not a plea for paci- 
fism, but in considering the question of whether we can afford 
social security, we should remember what we are now actually 
affording. 








— 
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I 


When Chase and Schlink produced Your Money's Worth in 1927 
they started something. Prior to that time discussions of the 
consumer were either left to the ladies’ magazines and the home 
economics people or were treated by respectable economists as if 
the consumer were a kind of a step-child to be dismissed with a 
chapter at the end of a text book or an occasional monograph by 
unorthodox writers such as Patten, Veblen, or Wesley Mitchell. 
It took two non-professional economists to arouse the consumer 
not only to consciousness but also to a sense of wrath at the way 
he had been mulcted by modern advertising and high pressure 
salesmanship. One direct result was Consumers’ Research, now 
grown old enough to have had a family quarrel, resulting in a 
divorce and the setting up of a rival known as Consumers’ Union. 
Another result has been a considerable activity in the making of 
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other books dealing mainly with the practical aspects of consumer 
buying, some of which are reviewed herewith. Recently the 
federal administration has made a few friendly gestures by asking 
representatives of the consumer to sit in (without vote) at the 
code hearings of the N.R.A.; later by authorizing a few of these 
representatives to hold on and get out a couple of bulletins; and 
it has even been rumored from time to time that the chief executive 
was going to place consumer legislation, either a revised Food and 
Drug Bill or some sort of consumer cooperative measure, or both, 
on the ‘‘must”’ list. 

Now all of this is encouraging evidence that the consumer may 
be finally coming into his own. The discouraging aspect of it is 
that there seems to be no general agreement as to what is meant 
specifically by the consumer coming into his own. Does it mean 
that the government should assume the major responsibility for 
the consumer's protection and welfare or does it mean that the 
consumer should be aroused, organized and educated to protect 
himself? The former would attack the problem at the top, the 
latter at the bottom. It is the old question of whether reform 
should be sought in a sweeping wholesale manner by the political, 
legislative method or in a more gradual manner by the educational 
method, working on and through individuals. The books under 
review reflect this fundamental issue. Lamb and Palmer advocate 
governmental action; Schlink and Brindze want to educate the 
consumer; Mathews and Kallet inconsistently denounced govern- 
mental protection as a sham and a delusion, then one of them 
(Mathews) advocates a Department of the Consumer in the federal 
government, while Kallet maintains that only a fundamental 
change in our economic system will save us. 


Il 


In Eat, Drink and be Wary the head man in Consumers’ Research 
unleashes a typical Schlink attack on food fads. He not only 
riddles the fads but he also takes the faddists, the ‘‘nutritionists,”’ 
some home economics ‘‘experts,’’ a few prominent M.D.’s, and 
W. R. Hearst’s Good Housekeeping for a well-deserved ride. The 
drives for greater consumption of milk, of orange juice, of spinach, 
and all the rest are denounced as blatant examples of modern ad- 
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vertising serving the devil of profit-seeking capitalism. White- 
ness in foods (bread, rice, beans, sugar, cheese) is deplorable; they 
would be much better for us if business would leave the natural 
dark elements in. Refined foods lose the stuff of which good 
bones, good teeth, and good blood are made. The Fiji Islanders 
never drink milk after weaning; they have remarkably fine teeth; 
therefore, their absence of dental troubles is due, partly at least, 
to not drinking milk. Schlink claims that the propaganda for 
milk drinking is largely the work of the ‘‘milk monopolies,” 
aided and abetted by misguided boards of health and manufacturers 
of pasteurizing and other equipment. 

Schlink holds that only the word ‘“‘crazy’’ can aptly describe 
people who pay business to take the bran off the wheat and then 
sell it back to them because they suffer from the lack of it. His 
portrayal of home economics teachers being used as tools of the 
barons of food reminds us of some of our breathren similarly used 
by the public utilities a few years ago. He condemns as hokum 
not only the milk fad but also the fads of raw vegetables and citrus 
fruits, which instead of preventing tooth decay may actually 
produce it (p. 137). Where citrus fruits are unknown, as in the 
Arctic region, perfectly healthy teeth and human bodies are 
found. (He might have added that Florida has about as great 
need for dentists today as any other state.) 

For his charges that the ‘‘calorie fad,’’ the ‘‘vitamin fad,”’ the 
‘protective food fad,’’ and all the rest are nonsense, the author 
relies chiefly on three lines of proof: first, healthy people are liv- 
ing today in parts of the world where oranges, animal's milk, 
cereals with the husk removed, and so on, are not a part of their 
diet; second, our own ancestry got along well without any of these 
fads; third, some experts cited by Schlink contradict the experts 
advocating the fads. The author recommends that we banish the 
‘artificial’ foods and return to such dietary staples as meat, eggs, 
fish, and the vegetables that grow under the ground where they are 
not poisoned by lead and arsenic sprays. He wants fowls and 
other animals grown in a ‘‘natural’’ way, not “‘artificially’’ fed, 
quartered, and fattened by business-minded producers. One won- 
ders! How about the razor back hogs, running wild and rooting 
for acorns? Is their meat better than that of corn-fed hogs? Are 
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eggs produced in clean, modern henneries inferior to those laid by 
hens running wild? 

The logician could find flaws in Schlink’s reasoning; his con- 
clusions do not always follow from his premises. The stylist 
could justly criticize Schlink’s rhetoric which is tiresome and 
repetitious to exasperation. Half the space could easily hold all 
he has to say. In trying to be pungent, at times he becomes only 
disgusting. There is a real message here to be delivered. It 
should have a better champion. 


Il 


The counterfeit that Kallet attacks is not counterfeit money but 
counterfeit goods. Illustrated with photographs (about one- 
third of the little book is pictures), the author effectively exposes 
such things as ‘‘part wool’ blankets containing only one thread 
of wool running around the selvage; ‘‘pure silk’’ made up of thirty- 
five percent silk and sixty-five percent other ingredients, chiefly 
tin weighting; Yardley’s lavender soap at thirty-five cents a cake 
actually inferior on analysis to a six cent brand; the gargle fraud; 
bran as an intestinal irritant rather than a constipation cure; 
Pebeco tooth paste containing an appreciable quantity of potas- 
sium chlorate, a deadly poison; stale meat made to look fresh and 
red by sodium sulphate; the vitamin D racket; Good Housekeeping 
and other advertising that is not what it is cracked up to be. In- 
structions are given on how to make your own fly spray and floor 
wax to save seventy-five percent of the retail price. 

In conclusion the author holds that “‘it is hopeless to look for 
a legislative remedy.’ Only a fundamental change in our eco- 
nomic system will save us. Whether this change is to be brought 
about without legislation Kallet does not say. 


IV 


When the Copeland Bill was under consideration in 1933-1935, 
inspectors of the Food and Drug Administration sent to Washing- 
ton samples of some of the injurious and fraudulent products they 
had picked up in the course of their work, but against which no 
action could be taken under the old law. These samples were 
displayed in the Chief Inspector's office where they attracted so 
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much attention among visitors that reporters called the exhibit 
the “‘Chamber of Horrors.”’ 

Some of these menace health; some only the pocketbook. The 
Pure Food and Drug Act passed in 1906 has not been able to keep 
up with developments. Specifically, it has no control over adver- 
tising, only over labelling; and advertising influences more people 
than labelsdo. Further, the whole cosmetic industry with its vast 
atray of beautifiers, some highly dangerous, has developed, creat- 
ing another need for governmental control. The drug and pro- 
prietary medicine people have waxed rich and belligerent on the 
gullibility of credulous folk. Even the food industry which 
presumably is the best regulated of them all still offers many serious 
problems of social control, as well as hazards for the consumer. 

Miss Lamb’s book tells about Marmola, widely advertised as a 
cure for obesity but a dangerous compound of thyroid extract and 
iodine. This menace cannot be reached under the present law by 
the Food and Drug Administration, nor by the Federal Trade 
Commission, nor by the Post Office. Here is the photograph 
‘“before and after’’ of a beautiful woman rendered totally blind by 
Lash-Lure, an aniline eyelash dye. Here is Koremlu Cream (at 
$5.00 an ounce) to remove superfluous hair and selling 120,000 jars 
in less than a year through department stores alone, sending pa- 
tients to hospitals all over the country suffering from thallium 
poisoning, which paralyzed their lower limbs, created intense 
abdominal pains, caused constant nausea, made breathing difficult, 
blinded their eyes, and loosened all of their hair. Here is a horse 
liniment widely sold as a cure for tuberculosis, pneumonia, cancer, 
infantile paralysis, varicose veins, and a dozen other ailments; 
after a running fight lasting ten years and costing the government 
$75,000 the fraudulent claim that the stuff would cure tuberculosis 
was finally forced off the label of the bottles; it may still appear 
legally in circulars, magazines, or any other advertising medium. 
Here is Radithor, a radio-active water, that killed a wealthy 
Pittsburgh steel manufacturer and poisoned with radium hundreds 
of other prominent persons willing to pay $300 a case for the stuff. 
Here is Bromo-Seltzer, dispensed freely at soda fountains, guilty 
of causing serious bromide intoxication and poisoning. Here are 
various worthless livestock ‘‘remedies’’, raking in $250,000,000 a 
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year of the farmers’ cash. Here are Crazy Water Crystals, stopped 
by the Food and Drug Administration from claiming the ridiculous 
and impossible on the labels but carrying on a profitable advertis- 
ing propaganda to the effect that this horse physic (Glauber’s 
Salt) will cure rheumatism, diabetes, Bright’s disease and various 
other ailments. Capitalizing the fame of a certain health resort, 
Warm Spring Crystals then appear, a fraud composed of Glauber’s 
salt, bought in barrel lots in Atlanta at two cents a pound and 
shipped from Warm Springs at a profit of 4,900 per cent. Here is 
ice cream that is legally fifty per cent air; deceptive containers 
from fifty to seventy per cent filled with what they were supposed 
to have in them; 505 cans of corn, tomatoes and peaches analyzed 
with brand names given, showing the most glaring discrepancies 
between price and quality (the clear inference being that the labels 
on canned foods should be made to tell the truth regarding the 
contents, just as the labels on livestock feed and fertilizer do). 
Here is the story of lead and arsenic poison on fruit skins, the 
result of spraying, dangerous to the consumer's health. Almost 
incredible is the filth found in creamery butter, including ‘“‘hay, 
fragments of chicken feathers, maggots, clumps of mold, grass- 
hoppers, straw chaff, beetles, cat and rodent hairs, moths, cock- 
roaches, dust, ants, fly legs, metallic filings, remains of rats, mice, 
and other animals’’ (p. 253). We certainly do need a law! 

Not the least interesting feature of the book is the thirteen 
appendices, including the legislative history of the Copeland Bill, 
the roll call on the emasculating amendment of Senator Bailey 
(of North Carolina), the thirty ‘“‘musts’’ of a new Food and Drug 
Act, cost data on some well-known cosmetics, and an excellent 
bibliography. 

V 

Mathews’ book, Guinea Pigs No More, might suggest to the 
unwary optimist that, following the publication several years ago 
of 100,000,000 Guinea Piggs, the guinea pigs had been shamed or 
aroused to such a state of revolt that they were not even guinea 
pigs any more. Such is not the case, however. The import of 
Mathews’ book is simply that if consumers would follow his 
‘advice they would no longer be the victims of experimentation by 














a 

















BOOK REVIEWS 323 


ruthless, profit-seeking business. His advice is to establish a 
Department of the Consumer in the federal government, endowing 
the same with authority to create standards of consumers’ goods, 
regulate the advertising thereof, educate, protect, elevate and 
finally make the consumer completely dominate our society. 

In developing this thesis Mathews attacks trade unions, social- 
ists, and liberals generally on the ground that they are all producer- 
minded, eager merely to get more for the under dog; they readily 
line up with big business and avaricious financier to mulct the 
consumer. He argues that since good food spoils quickly, produc- 
tion should be drastically decentralized to cut to a minimum the 
time elapsing between production and consumer. At what cost 
this would be accomplished for most foodstuffs, he simply fails 
to consider. Bread, the baking of which he denounces as the 
acme of all that is wrong with the present system, is today pretty 
decentralized, yet we don’t get good bread whatever may be said 
about its freshness. The author plays repeatedly on the contrast 
between the profit-value of goods and the use-value. Always a 
contrast; never the possibility of harmony. Even the farmer 
presumably must never make a profit, since to do so robs the con- 
sumer. He correctly points out that a workers’ state is not the 
only alternative to capitalism but is quite vague as to what he 
means by a consumers’ state or society. He says, ‘‘Only a society 
of consumers, organized as government, can be expected or trusted 
to protect and further the interests of consumers’’ (p. 23). Just 
how a society of consumers can be organized as government, 
Mathews does not tell us. 

He commends such devices as consumer exhibits, consumers’ 
courses in schools, grading and testing of products by local groups, 
pressure on governmental agencies such as local health authorities, 
and of course, Consumers’ Research. Most of all he pins his 
hopes on a Federal Department of the Consumer. It is a sublime 
manifestation of faith in view of the charges Mathews makes that 
business has been menacingly successful in pulling the teeth of 
everything government has ever tried to do for the consumer. 
The entire book is characterized by superficial analysis, tiresome 
repetition, obvious padding, and sub-freshman economics. 
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VI 


Dr. Palmer in Paying Through the Teeth develops an intelligent 
discussion of how the dentrifrice manufacturers have shamefully 
exploited the consumer who wants to take care of his teeth. He 
mentions the four ways in which teeth affect general health, viz. : 
through proper or improper mastication of food; by direct infection 
of nearby tissues such as the tongue and throat; by direct drainage 
of pus into the mouth thence into the stomach by swallowing; 
by drainage of pus from infected teeth through the circulatory 
blood to remote portions of the body, causing diseases such as 
neuritis and arthritis. The author points out the four principal 
appeals used by high-power advertising to sell dental nostrums: 
first, fear (of pyorrhea, cavities, halitosis, etc.); second, personal 
pride (glistening white teeth to insure popularity); third, pseudo- 
scientific terminology (this will kill 100 million germs in three 
seconds); and fourth, economy in price (but they are all much too 
high priced). There is no doubt as to the efficacy of these appeals; 
they do sell the goods. There is serious doubt as to the efficacy 
of the goods themselves; perhaps we would be just as well off 
hygienically if we didn’t use any toothpaste at all and without 
question we would be better off financially. There is even some 
doubt as to the efficacy of the toothbrush itself; perhaps we could 
throw that away, too, without losing anything valuable. In 
other words the dental experts seem to be agreed on only one thing 
—mouth hygiene is important. Whether the teeth should be 
brushed or whether they should be cleaned in some other way is 
not agreed upon. Probably majority opinion is that brushing is 
worth while. When it comes to putting something on the brush, 
about the only value anyone can legitimately claim is that the 
‘“‘something’’ may make the operation of brushing a little more 
pleasant. But the brushing is what does the work, not the 
‘“‘something’’ on the brush. It seems that one of the reasons why 
the authorities are doubtful about the virtues of the toothbrush is 
that the Eskimos, never having heard of toothbrushes, seemed to 
have had perfect teeth until the white man brought the blessings 
of civilization to them in the form of sugar and other dietary in- 
novations whereupon they began to lose their teeth. (These 
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Eskimos and other primitives keep bobbing up to disturb us; 
Schlink in Eat, Drink and Be Wary cites their fine health when the 
white man leaves them alone as evidence that they know more 
about proper eating than we do.) Another bit of evidence that 
the dental experts have not progressed much in solving their 
problems is the statement that pyorrhea prevailed in ancient 
Egypt; by reading between the lines one might infer that our 
dentists know just about as much about pyorrhea as the royal 
attendant of Pharoh knew. 

Tooth bleaches are worse than quackery; they are positively 
harmful. Teeth have a natural color, made from within; for some 
persons—white; for others—yellowish; for others—grayish-white; 
and so on. Ifa bleach is strong enough to change the color, it 
must be strong enough to destroy the teeth. Mouth washes and 
antiseptics are absolutely futile as killers of harmful bacteria. 
Toothache wax, because it gives temporary relief is dangerous in 
that it is likely to soothe the victim into thinking that nothing is 
seriously wrong and hence into postponing a trip to the dentist. 

A valuable part of the book is the chemical analysis given of 
the principal tooth pastes, powders, bleaches, washes, antiseptics 
and teething syrups, with a comparison of what they will really 
do (good and harm) against the advertisers’ claims of what they 
will do. Practically all of the nationally advertised brands need 
to have their advertising deflated about 99 per cent to bring it 
within the bounds of truth. Even the ubiquitous chewing gum is 
given a much-needed dressing down in its claims that it strength- 
ens jaws, Cleans the teeth, prevents decay and sweetens the breath. 
The book ends with an appeal for the passage of a Pure Food and 
Drug Act, equipped with teeth that need never to visit a dentist. 


VII 


Ruth Brindze, as Chairman of the Consumers’ Council of West- 
chester County, New York, talks directly to the consumer. She 
wants the consumer to be skeptical instead of credulous; organized 
(just how she does not say) instead of unorganized; informed 
instead of ignorant. She takes up one product after another, tells 
what the consumer should look for and what he should shun; how 
to test for this and that quality. Ninety pages to clothing, 
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ninety-five to such miscellany as leather goods, bedding, medicines, 
china, and electrical appliances, and one hundred pages to food 
stuffs, including canned goods, fish, meat, and dairy products. 
Some of her data are taken from the Code Authorities of the 
N.R.A.; some from other government sources; some apparently 
from her own training and observation. She differs from others 
who are currently prescribing for the ills of the consumer in her 
almost complete reliance on building up the defenses of the con- 
sumer himself. This seems pretty hopeless when one thinks of the 
level of technical intelligence of the American consumer, the maze 
of products confronting him and the frequency with which the 
producers change their goods. The author’s recommended proce- 
dure for testing fabrics by the consumer herself sounds to a mere 
man distressingly forbidding. First you take the sample apart, 
separating the warp from the filling. Then you burn it, telling 
by the odor and the ash whether it is cotton, silk, rayon, or wool. 
To tell whether cotton is mixed with wool, you boil some of it in 
a solution of lye and water (must be done in an enamelled pot). 
To distinguish cotton from linen requires a high-power glass or a 
chemical laboratory test. To determine shrinkage you measure 
it, then wash it twice, and measure again. To test strength you 
must know the differences among the three basic weaves: plain, 
twill, and satin. Against overstretching you admittedly have no 
test whatever. Now all this leaves the reviewer pretty dazed. 
Does anyone seriously think that people are going to do all these 
things? if, as seems to be proved, the manufacturers are duping 
the consumer and, due to the profit system or the chiselers or 
something else, they cannot be relied on to reform themselves, it 
would seem to be the plain duty of the government to step in. 
Certainly it seems a more dependable solution than to expect house- 
wives to hurry home from a shopping tour with a half-dozen 
samples to burn, boil, and shrink, then hasten back to the retailer 
and tell him what abominably misbranded stuff he carries, then 
expect him to reform the system. Government may be incompe- 
tent, corrupt, ridden with bureaucrats and guilty of various other 
charges that certain parties for reasons of their own make against 
it; yet if we must choose between consumer protection by govern- 
mental action or by training the individual consumer in the tech- 
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nique of testing goods, the decision would be over-whelmingly 
easy. 


Vill 


Reading these six books on the consumer leaves one with feelings 
of discouragement and despair, mingled with tinges of hope. It is 
discouraging to realize how completely we are dominated by the 
producer complex; how difficult it is going to be to make our so- 
ciety aggressively consumer conscious. One despairs when he 
reflects on the damnable tactics used by some entrepreneurs and 
advertisers and on the success of these tactics in selling goods. 
The hope appears when we realize that books such as these are 
being sold and read; that the consumer cooperative movement is 
growing; that the administration, recently given an overwhelming 
vote of confidence, has evinced some interest in the consumer. 
How to coordinate, organize and encourage the various forces 
working for the consumer’s welfare and bring the needed reforms 
is certainly worthy of the best efforts of new dealers and other 
“reds.”’ 


Migration and Economic Opportunity. The Report of the Study of 
Population Distribution. By Carter Goodrich, e al. Phil- 
adelphia: University of Pennsylvania Press, 1936. Pp. xviii, 
763. $5.00. 

This volume is the final report of the findings of the group study 
conducted under the direction of Dr. Goodrich and financed by 
several institutions. Part I is devoted to descriptive analyses of 
those areas whence emigration appears necessary and to considera- 
tion of those geographical and occupational areas into which this 
potentially emigratory stream must flow if the economic lots of its 
membership are to be improved. Part II includes an account of 
past unguided internal migration in this country, a survey of cer- 
tain foreign experience in respect to control and direction of inter- 
nal migration, a critique of present American efforts to control 
resettlement (e.g., through land programs, efforts to decentralize 
industry, part-time farming, and creation of government com- 
munities), and a statement of the principles whereupon any 
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national migration policy must be founded. Although some 
materials included in this volume have already been presented in 
more detail in bulletins already published, these materials, as 
organized and presented in the present work, constitute an integral 
whole. It is almost needless to say that the present volume with 
its wealth of maps and statistical data deserves a place in every 
social science library. 

Space limitations preclude an extensive critical evaluation of the 
study as a whole. In general it is open to criticism on at 
least three broad grounds. First, there is inadequate material 
on differential natural increase and true natural increase by small 
areas Classified according to socio-economic levels. Second, the 
data on migration do not disclose adequately how far migrants 
move per time period, or indicate specifically whence and whither 
they move. Only areas marked by and suited to immigration and 
emigration respectively are indicated. Third, neither the dis- 
cussion of trends in industrial location nor the treatment of what 
might be called trends in optimal occupational balance in a pro- 
gressive economy is fitted into the framework of accepted economic 
theory and adequately discussed in terms of such theory. On the 
contrary: the analysis runs too much in historical terms and is 
lacking in attention to the basic but changing determinants of 
the economico-historical process. 

Much of the material presented pertains to the South and I shall 
summarize it in the remainder of this review. In general the study 
supports two conclusions. First, in the South as elsewhere migra- 
tion during prosperous years carries the migrating population from 
lower-level to higher-level areas ranked according to socio-eco- 
nomic conditions; in depression years, given the present socio- 
economic set-up, this ameliorative migratory trend is reversed. 
Second, during the present century industry has manifested no pro- 
nounced decentralizing tendencies but has tended rather to spread 
throughout the relatively circumscribed industrial areas in which 
it has long been located and/or into areas adjoining these areas of 
industrial concentration. Accordingly, since the South is rela- 
tively undersupplied with such industry-attracting areas, it is very 
probable that if Southern income levels are to rise absolutely and 
relatively, a considerable portion of the South's future population 
growth must migrate elsewhere. 
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In the South are two of the four areas designated by Goodrich 
et al. as major problem areas—areas marked by population pressure, 
low income levels, and relatively limited opportunities for em- 
ployment at present or rising wage levels. The Southern Appa- 
lachian Coal Plateaus constitute the more depressed of these two 
areas. There high rates of natural increase, a small and compara- 
tively non-expansible crop-acreage per agriculturalist, and exces- 
sive population pressure go hand in hand. In 1934-35 a half 
million persons were on relief in this area. Analysis of the actual 
and potential employment possibilities in agriculture, forestry, 
mineral production, and localized manufacturing suggests that 
340,000 to 640,000 persons—14.5 to 27 per cent of the population 
of this problem area—must abandon this area if present poverty is 
to be relieved. 

The other Southern problem area, the Old Cotton Belt, is also 
an area of high natural increase (but less so than in the Appa- 
lachian atea), low incomes, heavy relief loads, and population 
pressure. Dr. Rupert Vance estimates that if rural poverty in this 
area is to be relieved at least 2.5 millions must give up reliance upon 
agriculture; that if the foreign cotton market should be lost or 
shunted elsewhere through development of the mechanical picker, 
6-7 millions must give up their present direct and indirect reliance 
upon agriculture. Future natural increase is ignored in these 
estimates. 

The Goodrich study suggests in short that the South must give 
up to non-rural occupations much of its population now reliant 
upon agriculture and that a goodly portion of future Southern 
population increase must migrate elsewhere if the average income 
level in this region is to be placed on a par with that in the rest 
of the country. The study suggests but fails to indicate ade- 
quately the nature and the growing importance from regional and 
national points of view of governmental activity in respect to the 
facilitation of ameliorative internal migration. 

Duke University. Joszpu J. SPENGLER. 


The Banana Empire, A Case Study in Economic Imperialism. By 
Charles David Kepner, Jr., and Jay Henry Soothill. New York: 
Vanguard Press, 1935. Pp. xiii, 392. $2.00. 
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Social Aspects of the Banana Industry. By Charles David Kepner, 
Jr. New York: Columbia University Press, 1936. Pp. 230. 
$3.00. 

The advance in technology, management, and finance character- 
istic of modern capitalism rendered feasible mass consumption of 
tropical products in distant markets. Among these the banana 
is of great potential importance as a cheap supplement to the diet 
of the laboring masses and as a rival of temperate-zone agriculture. 
A critical appraisal in the English language of the manner in which 
private profit-seeking capital has availed itself of this opportunity 
has long been missing. These books go far to fill this gap. 

The authors are well equipped to perform this task. Mr. 
Soothill, who collaborated with Mr. Kepner in preparing the 
first-named volume, was for seventeen years associated with the 
United Fruit Company, holding important executive positions in 
Central America. Mr. Kepner supplemented years of graduate 
study in economics and political science both at the University of 
Chicago and at Columbia University with field studies during 
extensive travels in ‘‘the Fruit Republics’ and in Mexico. 

The two companion volumes treat of somewhat different phases 
of the banana industry. The Banana Empire is devoted mainly to a 
discussion of the methods by which the United Fruit Company 
has secured power over competitors, planters, merchants, rail- 
roads, steam ships, and governments. The other volume recapitu- 
lates part of this story but develops at greater length the effects of 
the banana industry upon the economic and social conditions of the 
planter and the worker. 

For the economist who wishes to supplement his work in theory 
with illustrative material garnered from one of the richest fields 
of ‘‘heterogeneous reality’’ these books are veritable treasures. 
What happens to economic law when business becomes more 
powerful than government? How is one to figure economic rent 
in a region where immense tracts of new land beckon the culti- 
vator? Or how is one to calculate price when banana culture is 
inextricably linked up with cane and cocoa culture, with railroad- 
ing, shipping, public finance, and other more or less relevant enter- 
prises? The constant interaction of economic, legal, and political 
forces, the effect of perishability and quality variations on supply 
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calculations, the struggle of modern science with tropical pests 
and diseases, the problem of a poly-racial labor supply—these are 
just a few examples of the luscious fruits to be picked on this trip 
to the tropics. 

But the student of economic theory is not the only one who can 
benefit from the perusal of these volumes. There are tasty tidbits 
for many others. There is the study of the United Fruit Company 
for the expert in corporation finance and in business organization. 
There are chapters on railroad problems and the Great White 
Fleet for the student of transportation. The analysis of sales 
methods will interest the student of marketing. Those interested 
in economic history will be fascinated by the story of Samuel 
Zemurray, the Bessarabian fruit jobber who contracted to buy 
over-ripe bananas discarded by the United Fruit Company, thus 
entering upon a career which reached its climax when he was made 
managing director of operations of the United Fruit Company. 

One question bothered the reviewer as he read this scholarly 
account of corporate misdeeds. It is this: are standards of busi- 
ness ethics and of law and order absolute or relative? In other 
words, when in Rome must one do as the Romans do? Must a 
corporation developing assets worth a quarter of a billion dollars 
(1929 values) adapt its methods to the reality of unstable political 
conditions? Or must it risk economic failure in a valiant effort 
to uphold ethical and political standards in regions where in 
general such standards are not yet applied? After all, are there 
not hundreds of thousands of laws on the statutes of the states of 
the Union which are openly flouted by millions every day? This 
querry is not an implied excuse for all the misdeeds of ‘‘the cor- 
porate law-breakers,’’ yet it may help to maintain our balance of 
judgment. 

University of North Carolina. Erich W. ZIMMERMANN. 


Migration of Industry to South America. By Dudley Maynard 
Phelps. New York: McGraw-Hill Book Co., 1936. Pp. v, 
330. $4.00. 

The migration of industry to South America has finally been 
interpreted and the situation presented in its correct perspective. 

Several books, hundreds of articles, and tons of statistics have 
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been accumulated in an attempt to show true economic relation- 
ships existing between the two great Western Hemisphere con- 
tinents. The volume under review appears during the year when 
an honest, comprehensive, and yet comprehensible analysis of 
inter-American economic and business relationships is most neces- 
sary and welcome. 

More than international trade, more than international invest- 
ments, industrial migration, especially to South America, involves 
not only the exportation of physical products and of capital but 
also the transfer of managerial abilities and industrial techniques. 
“It may be considered a hybrid of foreign trade and foreign invest- 
ment, with a greater measure of managerial supervision and con- 
trol.’’ In regard to factual information the author has generously 
added to the first-hand knowledge available concerning several 
score of the largest companies operating in Argentina, Brazil, 
Chile, and Uruguay. Their activities are broadly classified as 
follows: (1) complete production of a commodity in the branch 
plant; (2) production of some assembly units, importation of 
others, and assembly in the branch plant; (3) minor production, 
assembly, and service operations in subsidiaries of public utility 
companies; (4) assembly of parts imported from abroad; (5) minor 
assembly and service operations in subsidiaries primarily devoted 
to merchandising operations; and (6) packaging of commodities 
imported in bulk. 

Chapters Two and Three set forth the general setting for migra- 
tion in both continents and the dynamic character of specific 
reasons for migration. The examples are well chosen and the 
adequate although brief analysis of each leaves the reader with 
the desire to have the author enlarge this section. Chapter Four 
discusses the major difficulties encountered by migrating industries, 
due to errors in judgment and to the outgrowth of general political, 
racial, and economic environment. The discussion of basic diffi- 
culties is continually interspersed with detailed examples of actual 
conditions which confronted the many companies now operating 
in the various countries. This is followed by a critical analysis 
of the all-important and involved problems of tariffs and taxation 
in their varied and veiled forms. The discussion is fair, amazingly 
frank, and shows decisively the danger consequent on placing 
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dependence on apparent tariff advantages. The chapter on govern- 
ment control not only brings out the changing attitude toward 
government regulation in South American countries but analyzes 
the basic forces which actuate the lawmakers. 

The author evidences an intelligent and sympathetic understand- 
ing of the customs and mores of the countries and the philosophies 
underlying their political organization, and a detailed study of 
operating difficulties and the results of industrial migration. The 
book merits careful study by everyone concerned with inter-Ameri- 
can problems, economic, political, or social, and deserves high 
recognition for dispelling ignorance and one-sided thinking regard- 
ing one of the most significant and misinterpreted inter-American 
problems. 

University of Florida. Roun S. Atwoop. 


Social Security by Common Law. By Henry E. Jackson. New York: 
Social Engineering Institute, 1936. Pp. xiv, 183. $2.00. 
Henry Jackson is one of a host of critics of the present federal 

Social Security Act. There is no novelty in his criticisms. Like 

most critics he approves of the objectives of this legislation. Like 

others, too, he insists the present federal Act will not attain these 
ends. The Act, he complains, does not require every state to 
establish protective plans. It does not provide sufficiently large 
payments to individuals when they become unemployed or aged. 

The present Act does not cover all employees in all industries. He 

fears the federal government will dissipate, by riotous living, the 

reserves created to pay benefits to wage earners. The cost, he 
argues, is excessive. 

Nor is the program he outlines a novel one. He proposes that 
each individual business concern shall adopt plans for the protec- 
tion of employees against death, disability, unemployment, and 
old age. The government would require only that these plans 
should provide a stipulated schedule of benefits and that each plan 
should be backed by a sound reserve. Each business concern 
might operate its own plan. Or it might use the state insurance 
fund. Or still it could operate its plan through a private insurance 
company. To these individual plans Mr. Jackson would add a 
scheme to provide employment for the technologically unem- 
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ployed. Government, he proposes, should finance the develop- 
ment of ‘‘Homestead Villages.’’ Here the permanent backlog of 
unemployed would live on the land in “‘self-supporting villages.”’ 
How ‘“‘self-supporting”’ is not clear! 

The novelty in the Jacksonian program is in its relation to the 
common law. The necessity for social provision against modern 
hazards, he contends, is ‘‘a basic idea of paramount importance 
to the nation’s welfare."’ The common law, he asserts, consists 
simply of those fundamental principles of social conduct generally 
accepted by the community. Hence, a social security program 
should become effective through voluntary obedience of employers 
and employees as they come to appreciate the manifest necessity 
of such social provision. Yet, Mr. Jackson hedges by suggesting 
compulsion in the form of a stiff tax on pay rolls, if perchance the 
hearts and minds of employers do not guide them in the right way. 

What merit resides in this tangled scheme is, at least, elusive. 
The author professes his belief in social insurance but prescribes a 
program of individual reserves. He complains of the costs of the 
existing program but recommends the payment of larger benefits 
to more workers. In the guise of a self-supporting program of 
economic reform, he pictures an admixture of fanciful, philosophi- 
cal romancing. Mr. Jackson complains frequently that brevity 
requires he “‘leave so much in the inkstand unsaid.’’ One wonders 
whether the cause of social security would have suffered had this 
entire volume been left “‘in the inkstand unsaid.”’ 

Social Security Board, Joun J. Corson, 3RD. 

Washington, D. C. 


The Kohler Strike. By Walter H. Uphoff. Chicago; Chas. H. Kerr 

& Co., 1935. Pp. vii, 139. $1.50. 

In his choice of a theme the author has been very judicious. 
The factors entering into the Kohler strike have made it of great 
significance. The Kohler Company has been a conspicuous ex- 
ample of ‘‘welfare capitalism.’’ Its plant was in a model com- 
pany-controlled village. The company was one of the relatively 
few large corporations in the United States, yet it was not an 
industrial giant. It has always been nonunion. It was in no 
sense a sweat-shop. It has been unusually considerate of its em- 
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ployees, especially under the adverse conditions of the depression. 
Moreover, the plant was located in Wisconsin, where anti-injunc- 
tion legislation and the state administration were most favorable 
to unionism. Unions had also the support of section 7A, the 
collective bargaining section of the National Industrial Recovery 
Act. 

The strike thus has afforded an excellent study of a conflict be- 
tween the forces of standard unionism and ‘‘welfare capitalism”’ 
under governmental conditions favorable to unionism. Both 
federal and state administrations were noted for their friendly 
attitude towards standard unionism. Anti-injunction legislation 
—both federal and state—permitted mass picketing and apparently 
unrestrained boycotting of the Kohler Company by the unionists. 
There was extensive mass picketing. A riot occurred in which 
two rioters were killed and forty wounded by special police. The 
state militia was then called out to maintain law and order. The 
American Federation of Labor and the Wisconsin State Federation 
gave their whole support to the strikers. On the other side, the 
Kohler Company had the moral support of national propaganda 
associations, of which Mr. Walter J. Kohler was a member or 
director. The issue went before the National Labor Relations 
Board, but its decision was unfavorable to standard unionism be- 
cause the Kohler Company had ‘“‘sold’’ a company union to its 
employees. The strike was a crucial test in our greatest period of 
governmental experimentation in industry. It indicated weak- 
ness in standard unionism, both in judgement and tactics. 

The book sets forth at length the issues and details of the 
struggle. Many of the rival contentions are stated in the words 
of the contestants—a very commendable feature. There are three 
excellent photographic illustrations. Both the main part of the 
book and the appendix contain very valuable documentary ma- 
terial. The author has thus made a significant contribution to 
studies on industrial relations. However, for a strike so momen- 
tous, the conclusions are inadequate. 

Tulane University. CLARENCE E. BonNgETT. 


The Theory and Practice of Central Banking. By H. Parker Willis, 
New York: Harper and Brothers, 1936. Pp. viii, 480. $5.00. 
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This volume is the third of a series which the author has devoted 
to the study of the Federal Reserve System. It is the result of 
investigation of central banking here and abroad. It was pub- 
lished at this time not because the author believes the transition in 
American banking completed, but because he thinks that it is 
possible to determine how the theory of central banking has stood 
up so far and also to appraise the principal factors now influencing it. 

The first of the three parts into which the book is divided is 
devoted to a study of the organization and development of central 
banking. It shows that up to the time of the World War fairly 
definite progress was made in evolving certain fundamental prin- 
ciples. During and since the War, however, many of these basic 
ideas have been either consciously laid aside or they have been 
greatly modified in practice. Although these various changes 
were generally regarded as temporary at the times when they were 
made, there has recently emerged a school of thought which 
desires to change the original form and character permanently. 

Central banking as we know it had its origin in Great Britain’ 
early in the 19th Century. It took root in American soil slowly, 
however, because of prejudice and because its principal functions 
were successively performed by the Independent Treasury and by 
the National Banking System. When this type of banking was 
finally established in the United States as a result of the Federal 
Reserve Act, it was on a self-governing basis in which the financial 
and business communities played coordinate parts. From the 
beginning, however, the system was beset by conflicting groups. 
On the one hand, selfish financial interests sought to make use of 
it to promote stock speculation for their own profit. On the 
other hand, highly organized political interests represented by 
the Treasury Department sought to make it a tool of the govern- 
ment. By the middle of 1935, governmental supremacy had been 
established. 

The second part of the book consists of an analysis of the major 
problems with which central banking has to deal in its routine 
operations. Some 250 pages are devoted to an analysis of the 
problems of rediscounting, investments, open market operations, 
bankers acceptances, control of specie supply and price level, note 
issues, reserves, inter-bank relationships, fiscal functions, clear- 
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ings, and branch banking. The author's close association in the 
preparation and passage of the original Reserve Act enables him to 
present this discussion in an authoritative and convincing fashion. 
This survey covers all of the operations, which up to the time of 
the World War were generally considered germane to central 
banking. Incidentally, it shows to what extent the established 
techniques have been modified by the experience of the War and 
recent depression. 

Part III traces the developments in central banking which have 
occurred during the past twenty years because of the growth of 
international lending, the consequent inter-dependence of inter- 
national markets, and the difficulty of maintaining liquidity or 
redeemability of the currency in the absence of mutual support on 
the part of the central banks. The field is characterized by a 
newness of techniques and by the presence of political or national 
elements not found in the domestic field. 

The future of central banking, and for that matter all banking, 
is obscured because of conflicting aims. One group regards central 
banking as the ultimate product of the competitive system—a 
mechanism through which world capitalism can function. 
Another group would make central banking an instrument of 
state socialism wherein management is disassociated from the 
‘‘automatic’’ control exerted by the gold or any similar standard 
of money. The choice is thus not confined to banking methods 
and standards. It is rather a choice which must be made as an 
incident to a larger question of economic organization. 

University of Alabama. James Hotiapay. 


The Development of American Business and Banking Thought, 1913- 
1936. By CharlesC. Chapman. New York: Longsman, Green 
& Co., 1936. Pp. 351. $2.50. 

This book with its intriguing title should be evaluated in terms 
of the stated objectives of the author. It purports to delineate for 
the popular reader and the beginning student in the social sciences 
the changes in business and banking thought since 1913. It is the 
thesis of the author that profound changes in business philosophy 
occurred during these two decades which are summarized as 
follows: ‘‘Service had become the keynote of business philosophy. 
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.... The general purchasing power of the public, which, twenty 
years previously, had never been thought of as a controllable ele- 
ment, had now become of paramount importance. . . . The market 
had taken on a new significance. It was no longer a mere abstract 
term used by academic economists for the purpose of designating 
certain locations remotely connected with economic transactions. 
It was now acknowledged to be made of human beings—consu- 
mers, who must be put in the same category with producers and 
sellers. Even workers were beginning to be looked upon as 
human beings—as persons, not things’’ (p. 105). The changes in 
banking thought which the author discerns relate to efforts 
through banking and currency legislation to break up an alleged 
banking monopoly, and substitute in its place government control 
of currency and credit directed towards price stabilization. 

It is not possible in a brief review to examine the limited sup- 
porting data or the processes of analysis by which these conclusions 
arereached. With respect to each many disturbing questions may 
be raised. If service rather than profits had actually become ‘‘the 
basic policy of every well conceived enterprise,’ instead of the 
pious wish of a few well-meaning business leaders, why did pro- 
duction and employment decline so drastically after 1929? Again, 
the fact that the changed attitude towards labor has been accom- 
panied by a record volume of unemployment evidences, to say the 
least, a sharp divergence between the newly established principle 
and the current practice. Neither is it accurate to say that the 
concept of general purchasing power as a controlling and controll- 
able element in the economy is a product of the last two decades 
though it is true that more attention has been given to this theme 
in recent years. Nor is the idea of banking monopolies and the 
correlative political attacks on them new in American thought as 
anyone familiar with the acrimonious issues raised by the First 
and Second United States banks knows. The author’s idea of the 
economists’ conception of a market is, also, a novel one. 

Despite the fact that the issues here raised are highly dramatized 
(see especially pp. 281 ff) and at times inaccurately drawn, the 
book has its merits. It exudes a humanistic philosophy and re- 
veals independent thinking and courageous statement. In some 
instances, as in the discussion of industrial relations, the tone is 
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more restrained. In general, it is a staunch defense of the New 
Deal and a vigorous criticism of its enemies and the nugatory deci- 
sions of the Supreme Court. Perhaps its very limitations, which 
are apparent upon critical analysis, may be for its own purposes its 
virtues. Its publication in a general election year is timely. 
University of North Carolina. Joun B. Woostey. 


An Economic History of the British Isles. By Arthur Bernie. New 

York: F. S. Crofts & Co., 1936. Pp. ix, 391. $3.00. 

This book deals with the economic life of the peoples of the 
British Isles from prehistoric times to the present. While develop- 
ments have not been parallel in all the different areas—, Ireland 
especially having lagged behind agriculturally, industrially and 
commercially—, the treatment is much superior to the more usual 
one of England alone with only occasional reference to Scotland 
and Wales. For instance, treating the British Isles as a whole has 
made it much easier to avoid overemphasis of the manorial system 
and to give adequate attention to the different types of rural life 
which grew out of different geographical conditions and cultural 
inheritances. There are corresponding advantages in the dis- 
cussion of other departments of economic life. 

The work is concise and well written. The reviewer knows of 
no other book in which in so brief a space one can find so up-to- 
date and so complete an account of the essentials of economic 
development, even in England alone. While no part of the field 
is neglected, the author is free from any noticeable bias. He is 
dogmatic on a few matters which are not yet settled. For in- 
stance, he states (p. 306) that the Bullion Committee of 1811 ‘was 
wrong in recommending a return to the metallic standard at the 
old rate’’ and that it was a “‘blunder’’ for the government to 
attempt the same solution in 1925 (p. 316). Great as are the 
disadvantages of a rigid gold standard as a means of regularizing 
prices within a given country or between the several countries it is 
yet too early to conclude that competitive devaluation is better. 

The most serious defect of the book lies in the limitations of its 
title. No aspect of modern historical study has been more warped 
by the narrow nationalistic point of view than has the study of the 
economic development of England. Much of the credit which it 
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has been customary to bestow upon England should have been 
divided with her neighbors across the Channel: and even Europe 
as a whole is heavily indebted to the Near East. Limitations of 
time necessitate some regional treatment but it is difficult for an 
account which separates the economic development of the British 
Isles from that of the remainder of Europe to avoid giving a one- 
sided picture. Economic influences are remarkably adept at vault- 
ing national boundaries. 

A chapter on the Rise and Decline of Free Trade takes this sub- 
ject out of the theoretical and places it properly in its historical 
setting. Free trade was adopted because “‘Britain was now the 
sole workshop of the world and her manufacturers stood in no fear 
of foreign competition’’ (p. 294). Accounting for the return to 
protection it is stated that ‘‘Britain could not hope to maintain 
the lead over her competitors which she had held during the early 
nineteenth century’’ (p. 299). 

Naturally, the position at which this leader in the growth of 
modern industrialism has now arrived demands and secures atten- 
tion. The author quotes with approval the statement of the 
Balfour Committee that ‘‘the ideal of self sufficiency is wholly 
inappropriate’ to these Isles and states that their future is ‘‘bound 
up with economic internationalism’’ (p. 378). How to retain 
the former position in this field is the question. In the past it was 
attained and held by business efficiency for which the present 
name is “‘rationalization.’’ But rationalization merely ‘‘increases 
the volume of unemployment which it is our main object to re- 
duce."’ Thus it appears that the leader of the mighty Occident 
with its fortunate relationship between population and natural 
resources is approaching the condition of ancient China where for 
centuries the chief problem has been not to save labor and make 
it more efficient but to devise means by which growing numbers 
could secure a decent living. But the author goes further. 
Neither /aissez-faire nor the factory system longer holds the final 
answer to the economic problem of the world. ‘‘One economic 
system after another has risen, reigned for its brief period and 
then given way to its successor.’’ Exit International Indus- 
trialism! 

University of North Carolina. D. H. Bucuanan. 
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The Social History of American Agriculture. By Joseph Shafer. New 

York: Macmillan Company, 1936. Pp. ix, 302. $2.50. 

This little book generalizes in an interesting and informative 
manner a succession of agricultural events from frontier America 
to the present day. It treats briefly certain associations between 
spacial and technical changes, and contemporary economic and 
social changes. The frequent use of well-chosen quotations, to- 
gether with numerous citations are stimulating and show careful 
thought and research in the preparation of the material. 

A series of lectures which the author prepared for a lecture course 
for University College, University of London, comprise the eight 
major topics which make up the chapters. Within each chapter 
are numerous sub-topics which are used to introduce and give point 
to new phases and changes of thought without breaking notice- 
ably from the main topic. 

The chapters are introduced with such popular topics as Land 
for Farmers; Primitive Subsistence Farming; Big Business Farm- 
ing; Social Trends in Rural Life; Political Trends in Rural Life; 
The Outlook For Farmers. 

In -the opening chapter the social and economic problems of 
land ownership and land use, particularly as they have been 
affected by our national land policy with respect to the disposition 
of the public domain, are pointed out. It is predominantly the 
practices of the nineteenth century, and serves to give background 
to later topical development. 

A group of four chapters on ‘‘Farming’’ (Chapters II-V) is the 
means of tracing the changes that have taken place from the be- 
ginning of colonial agriculture to the present time. Attention is 
directed first to the types of communities and the characteristics 
of the people that developed on the successive frontiers as influ- 
enced by “‘social arrangements,’’ ‘‘use of resources,’’ ‘‘home in- 
dustries,"’ and ‘“‘leadership.’’ Starting with a very picturesque 
treatment of the individual family the horizon is successively 
broadened to include the neighbors, trade areas, and regions such 
as the ‘‘Appalachia,’’ ‘“The Middle West,’’ and others. 

The advent of ‘‘Big Business’’ is treated from the standpoint of 
its effect and influence upon the worker, landlord, family and 
capitalist through the changes that took place in the production 
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of tobacco, rice, and indigo in the upper South, cotton expansion 
and collapse in the deep South, wheat from the cradle to the com- 
bine, and cattle ranching in the Piedmont, in the South and the 
Southwest. While the technical changes are uppermost in the 
discussion, the frequent references to effects upon the life of the 
people prevent the writer from getting too far from the human 
aspects involved. 

The numerous changes in technical equipment that have taken 
place in the production of major crops and livestock are closely 
related to leadership in agriculture. This is treated under “‘Im- 
proved Farming’’ (Chapter IV) in contrast to ‘‘Professional Farm- 
ing’ (Chapter V) which deals with the development of scientific 
work in agricultural production by private researchers, and experi- 
mentation made possible by land-grant institutions and their 
educational activities. Tribute is paid to the men who took the 
leadership in agricultural scientific work. 

Of cotton farming the author states that ‘‘the aspect of cotton 
farming which obtrudes itself is the share-cropping system, one 
of the social sore spots of American life,’ and ‘‘A large proportion 
of the share-croppers are negroes who have exchanged a legal 
slavery for a type of peonage which is freer but less secure.’’ One 
does not find any appreciable substantiating proof for the state- 
ment that ‘‘the best farming in the cotton area is done by farmers 
who diversify production to a considerable extent.” 

“Social Trends in Rural Life’’ develops cultural groups and 
areas as found in the ‘“‘planter aristocracy,’’ “‘landed proprietors,”’ 
““cattlemen,’’ the “‘bonanza wheat-growers,”’ and finally, that 
vast group that failed to scale the height of social aristocracy, 
the individual farm family that owns and tills the land. Into 
this change is woven the influence of new and different social 
surroundings upon the farmer and the readjustments that appeared. 
The contribution of foreign influence to the cultural background 
is also traced with well chosen geographic examples. Finally 
the effects of ‘‘Americanization’’ are detailed and well set forth 
in the statement that “‘The net result is undeniably a diverse 
citizenship from the standpoints of linguistic origins, racial cus- 
toms and peculiarities, wealth, and cultural traditions.’’ This 
chapter is undoubtedly the high spot in the book. 
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The analysis of national political policy emphasizes the position 
of the agricultural group. The handling of such issues as the 
tariff, slavery, public improvements, and banking, are analyzed 
from the point of view largely of effect upon economic groups and 
regions. The play for the farmer vote, the strategic position of 
the West in the controversies between the North and the South 
for national political dominance, the South's need for free trade, 
the difficulties of revival in the South after the Civil War, and 
agricultural crises and the development of social cooperation all 
in turn are touched briefly. 

The influence of unbalanced prices, their similarities in succes- 
sive periods, the swing towards the “‘political approach to the 
solution of their problems’’ as favored by farmers, the impact of 
new conditions in government and technology upon society, 
transportation, and education are analyzed in terms of the past 
and prospective influence upon rural life. 

Perhaps the most specific suggestion and solution ventured by 
the writer for our difficult agricultural impasse is in a wider dif- 
sion of land ownership among small operators so that ‘‘the farm 
will hold its historic place as a laboratory for the production of 
worthy citizenship.’’ Clearly in this idea such a contribution is 
timely. 

Louisiana State University. R. J. Savitze. 


American Agricultural Conditions and Remedies: Preliminary General 
Review. New York: National Industrial Conference Board, 
1936. Pp. vi, 57. $2.00. 

Little if any new material appears in this brief resumé of the 
agricultural problem. It may be hoped, as the subtitle indicates, 
that a more substantial volume will follow. 

One point is worth notice. The advocacy of a more self-sus- 
taining agriculture is not unusual, and the Conference Board argues 
for such a policy on customary grounds. But the recognition of 
the fact that our present farm tenancy and farm mortgage systems 
act to defeat a self-sustaining type of agriculture is less usual and 
certainly to be commended. Failure to recognize this circum- 
stance has made of many persons who advocate a self-sustaining 
agriculture essentially utopians. 

University of Georgia. Matcotm H. Bryan. 
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Virginia: Economic and Civic. By R. Lee Humbert and Associates. 
Richmond: Whittet and Shepperson, 1933. Pp. xiii, 427. 
$3.50. 

This book was issued under the auspices of the Virginia Poly- 
technic Institute and the Virginia State Chamber of Commerce. 
It is a symposium of articles by men of authority and scholarly 
talent under the following headings: Part I ‘‘Industrial Develop- 
ment of Virginia’; Part II ‘‘Natural and Economic Factors In- 
fluencing Industrial Development’’; Part III ‘“Government, Taxa- 
tion, Finance, Education’’; and the point of view developed in 
nearly all the articles is factual and descriptive. Thus, Virginia: 
Economic and Civic represents one of the several recent efforts that 
have been made here and there in the United States to acquaint 
the citizens of particular states with exact and useful information 
concerning their economic, governmental, and social environment. 

As in any symposium, there is a certain unevenness in quality 
and a certain disparity in approach between the several contribu- 
tions composing the total volume; but the editorial work has 
been exceptionally well done, and unity in the whole work has 
been unusually well preserved. 

If any fundamental criticism is to be offered of Virginia: Eco- 
nomic and Civic, it must lie in the fact that analysis has been too 
completely sacrificed to accommodate descriptive and, occasionally, 
historial materials. The reader with a background of economic 
training is likely to be somewhat disappointed by the fact that 
there has been so little attempt at causal, economic analysis. 

University of Georgia. Matcotm H. Bryan. 


Twenty-five Years of Accounting Responsibility. By George Oliver 
May. New York: American Institute Publishing Co., 1936. 
Vol. I, Pp. xiii, 368; Vol. II, Pp. vii, 421. $3.00. 

When an accountant of the standing and ability of Mr. George 
Oliver May publishes a collection of articles and essays reflecting 
the result of his experience during a quarter of a century, all 
people interested in the development of accountancy must neces- 
sarily take notice. As head of the firm of Price, Waterhouse & 
Company, Mr. May has been constantly in contact with the move- 
ments which have determined financial developments since 1910. 
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One thus located must give attention not only to the practical 
aspects of the problems which arise in daily business transactions 
but he must also study the fundamental trends which determine 
the outcome of policies put into effect years before. Mr. May 
has served as consultant in many capacities. He has faced many 
of the problems relating to the subject of valuation. He has been 
intensively interested in the development of professional accoun- 
tancy. He has been called before courts to testify on topics re- 
lating to the rate base in utility accounting. The subject of de- 
preciation has, in its more practical aspects, demanded his constant 
observation over a long period of years. He has given his time 
and attention to the study of the fundamental nature of accounting 
and its relation to the subject of value. Finally he has shown an 
interest in the development of an accounting theory and in this 
respect he has always had the advantage of an unusual position 
in relation to the fundamental developments in the business world. 

It is impossible to discuss all of the details contained in this 
book of nearly 800 pages. It consists of two volumes which are 
further subdivided into seven parts. Part one discusses various 
aspects of the accounting profession. Part two relates to depreci- 
ation. Part three covers the subject of valuation. Part four 
deals with the regulation of securities. Part five discusses various 
aspects of taxation. Part six is entitled ‘Influences of Accounting 
on the Development of an Economy.’”’ Part seven is a collection 
of memoranda, criticisms and book reviews. 

Mr. May’s observations on the profession of accounting, found 
in part one, extends all the way from a consideration of qualifica- 
tions in certificates to discussion of such matters as the Kreuger 
and Toll case and the effect of industrial mergers on accounting 
practice. Mr. May’s brief discussion of this last topic is a good 
example of his philosophical attitude toward practical matters. 
He shrewdly analyzes relationships and does not hesitate to ex- 
press conclusions which may be adverse to his own interest. In 
his discussion of the effect of corporate development on accounting 
practice he makes the following observation: “‘I cannot view, 
without regret, the elimination of so many independent business 
men throughout the country or their being forced to choose be- 
tween accepting the position of salaried employees and being 
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forced out of business altogether, though this is an inevitable 
incident of this development.’’ In this same connection, Mr. 
May expresses regret that so much of the work done by local 
accountants has been taken over by the national firms. He ex- 
plains that it is the duty of the national firms not to absorb work 
which can be done to greater advantage by the local firms. 

Mr. May’s discussion of depreciation reflects the attitude of the 
comservative accountant. He realizes that the usefulness of ac- 
counts is limited and that any attempt to reflect therein constantly 
changing values is impossible. Those who believe that account- 
ing should record both cost and value may profitably study Mr. 
May’s analysis. 

The discussion of valuation, found in part three, deals with the 
application of theory to practical cases. The discussion of the 
valuation of mines is a good example of Mr. May’s power of 
analysis where both certain and uncertain factors are involved; 
also of his ability to summarize the results of his investigations. 
It is a pleasure to read Mr. May’s testimony with reference to the 
nature of intangible assets found in his testimony in the Matter 
of the Estate of E. P. Hatch. 

The regulation of securities is considered in part four. This 
covers such important matters as the Securities Act of 1933 and 
the position of accountants thereunder; also the amendment of 
1934. 

In part five the subject of taxation is given attention, with 
special reference to such subjects as the taxation of capital gains, 
tax releases, tax avoidance and double taxation. One may well 
re-read the editorial contributed by Mr. May to the Journal of 
Accountancy and here reproduced under the title of “‘Obsolescence 
of Goodwill.”’ 

Part six consists of three dissertations which have already ap- 
peared in a pamphlet under the title, ‘Influence of Accounting on 
the Development of an Economy.’ Perhaps the most significant 
contribution here is the discussion of the use and limitations of 
accounting. 

Finally, in part seven, entitled “‘Reviews and Criticisms,’’ there 
appear essays on such subjects as cost accounting and the reasons 
for excluding interest from cost; also memoranda relating to such 














BOOK REVIEWS 347 


matters as consolidated returns and capital stock of no par value. 

Lastly, there are reproduced reviews of books on economics and 

accounting written by Mr. May for various scientific journals. 
Louisiana State University. Eart A. SAizErs. 


Introduction to Business. By Edwin H. Spengler and Jacob Klein. 
New York: McGraw-Hill Book Co., 1935. Pp. xv, 829. 
$4.00. 

An author begs criticism who states in more than general terms 
the aims of his work. Yet one dares not omit them because they 
are inviting to the librarian, the teacher, the student, and, in the 
field of business, the business scientist. 

In acquainting the reader with the American processes in indus- 
try the authors have done an excellent job. The promoter will 
find much here to aid him in perfecting his plans. He is certain 
to get some conception of the social-economic-political problems 
which his business will face. This, perhaps, is a new element 
in this type of book. 

The first part is given to a discussion of the tools available for 
inquiry and measurement. Two chapters are almost wasted on 
accounting as a tool. The material does not engage the interest 
of one who has had bookkeeping and is too general for one who 
has not. The idea of accounting as a tool of management is lost 
in the elementary detailed explanation of bookkeeping. On the 
other hand, the chapters on statistics as tools are certain to be 
satisfying. 

The second part of the book deals with the processes of bringing 
the form of business enterprise into existence. One hundred pages 
is too much space to give to this subject in a general text book, 
yet the promoter would need all this information. 

The third, fourth, and fifth parts of about three hundred and 
twenty-five pages offer a typical discussion of production, labor, 
and marketing. The sixth part discusses prices aside from the 
section on marketing. One hundred pages on this subject greatly 
aids the promoter, but is too far afield for a text. The last three 
parts deal with finance, taxes, and economic planning. 

Contrary to the authors’ stated aim, I do not feel that the book 
“stresses the business man’s viewpoint.’’ At opportune times the 
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authors have repeatedly criticised the business man’s point of view 
and have inserted much of the pure economists’ dogmas and 
preachments. One has the feeling that the authors have never 
had more than a superficial glance into real American business, 
and, then, only from an investigation angle. There is a vast dif- 
ference between getting the busines man’s point of view as a re- 
sult of investigating his business and from actually being an execu- 
tive controlling his business. As stated on page five, ‘“The failure 
properly to guide and control the industrial process by private 
groups justifies governmental control in the social interest.” 
This is a fallacious statement. One could be equally correct in 
saying that certain forms and intensities of intervention by govern- 
ment have prevented proper control of business processes. Cer- 
tainly it is not the business man’s viewpoint that he has been re- 
sponsible for failure, if indeed there has been a failure, to properly 
guide and control industry. The authors are taking a retrospec- 
tive view of business without measuring the state of business, 
economic, political, and physical science at the time business 
control was being exerted. 

As an introductory text to a business or economic curriculum, 
the book has some defects. It is too intimate in its details. In 
many instances the discussion is amplified more than it would be 
in a special text dealing with the subject. In so doing one is led 
into the recesses of business far beyond the realm of knowledge 
expected in an elementary introduction. 

The book is written in an excellent manner. Indeed the content 
as such should not be criticised. The only fault lies in stating 
impossible aims. The text is a veritable manual for the promoter, 
but a very poor text for an introduction to a business curriculum. 

The Citadel. M. S. Lewis. 


STATE NEWS 
ALABAMA 


Students of social security legislation will be interested in the 
suits which have been instituted against the Alabama unemploy- 
ment compensation law. One of these has been brought in the 
federal court at Gadsden, Alabama, by the Gulf States Steel Com- 
pany. The date of the hearing has been postponed several times 
but was to have been held November 17. Also a group of com- 
panies have joined in a suit in the Circuit Court of Montgomery, 
Alabama, presided over by Judge Walter Jones. 

Another item of considerable importance in the state concerns 
the settlement of differences between the management and ore 
miners of the Tennessee Coal, Iron and Railroad Company. Dur- 
ing the summer a strike was carried on by members of the Metal 
Mine Workers and Smelters Union of America. Governor Graves 
effected a temporary settlement which led to the calling off of the 
strike and the return of men to work on August 18. The men 
agreed to a four-months trial period of the company’s incentive 
wage plan. As a part of the agreement a commission was set 
up to hear complaints and to aid in bringing about better relations 
by an exchange of views and the determination of facts. The 
commission was to consist of three members representing the 
public to be appointed by the Governor, two representatives of 
the company, one representative of the brotherhood (the company 
union), and one representative of the Metal Mine Workers and 
Smelters Union of America. The Governor appointed as the 
three public members, Dean Lee Bidgood of the School of Com- 
merce and Business Administration, University of Alabama, 
Judge Russell McElroy of the Circuit Court of Jefferson County, 
and Mr. Hubert Drennen of Birmingham. 

In the state generally there has been marked improvement in 
almost all lines of business activity. In the field of industrial 
production, series representing six important industries showed 
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decided increases for the first nine months of 1935 as compared 
with the same months of 1935. The percentages of increase are 
81.2 for steel ingot production, 56.5 for pig iron production, 46.6 
for coke production, 27.1 for cotton consumption by textile mills, 
22.2 for consumption of electric energy in kilowatt hours, and 
22.0 for coal production. For comparisons with earlier years 
1931 and the average of the five-year period from 1926 to 1930, 
inclusive, were selected. The first represents a year when the 
prosperity stage was definitely past but before the descent into 
the depths of depression had been made. The five-year period 
may be taken as a fair measure of conditions existing during the 
prosperity period of the last half of the twenties. When these 
comparisons are made two of the industries stand out especially. 
Cotton consumption for the first nine months of 1935 was 34.9% 
above the same period of 1931 and 31.6% above the average of 
the first nine months of the five-year period from 1926 to 1930, 
inclusive. Similar percentages for the consumption of electric 
energy are 28.8 and 35.9. Production of steel ingots exceeded 
that for the same period in 1931 by 31.8% but fell slightly short 
of the average for the 1926 to 1930 period, being 4.3% below that 
figure. The other three industries were slightly below 1931 and 
quite decidedly below the five-year period. The percentages for 
the first nine months of 1936 as compared with the same period of 
1931 were decreases of 9.5 for coal production, 6.6 for coke pro- 
duction, and 2.9 for pig iron production. Compared with the 
average for the first nine months of the five-year period from 1926 
to 1930, the percentages were decreases of 38.2 for coal production, 
33-9 for coke production and 31.9 for pig iron production. It 
seems, therefore, that all lines have shown decided increases 
during the past year with cotton consumption and electric energy 
reaching levels decidedly above those of the prosperity period 
and with steel ingot production getting back almost to the previ- 
ous condition. On the other hand, the increases in pig iron, coal 
and coke have not been sufficient to return activity to the same 
levels which were held during the late twenties. 

Four series are available which deal with trade. These are 
automobile sales, department store sales in Birmingham, gasoline 
sales, and life insurance sales as reported by the Life Insurance 
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Sales Research Bureau, supplemented by special reports from Ala- 
bama insurance companies. Of these four series life insurance 
sales alone failed to show increases over the past year. The per- 
centage of increase for automobile sales was 19.4, for department 
store sales, 44.0, and for gasoline sales 14.1. In each of the three 
lines the 1936 volume was decidedly above the sales for the same 
period in 1931. In automobile sales the number of cars sold in 
1936 was practically double the number sold during the same 
period in 1931. The volume of department store sales was 12.0% 
above the 1931 figure and gasoline was 16.5. 

Construction activity as represented by contracts awarded, as 
reported by the F. W. Dodge Corporation, showed decided in- 
crease, particularly in the figures based on the value of contracts. 
However, the 1936 figures are very decidedly below the five-year 
period from 1926 to 1930. The recent announcement of the United 
States Steel Corporation that it intends to begin extensive addi- 
tions to the plants of the Tennessee Coal, Iron & Railroad Com- 
pany followed by similar announcements by many of the other 
industrial concerns in the Birmingham district will probably re- 
sult in a very decided increase in construction in that area. Al- 
ready there is news that real estate activity has picked up decidedly 
in the city and that a considerable amount of building of homes 
is being started. 

Of particular interest is the indication that cotton manufactur- 
ing has continued to grow in spite of the depression condition 
and that the use of electricity has increased very decidedly. Also 
present information indicates that the improvement in the steel 
industry is much more decided than in the production of pig iron. 
This is somewhat contrary to the theory which has been advanced 
that production of steel in the Birmingham district is much more 
limited in its possibilities than the production of pig iron. If 
present tendencies continue that idea will have to be revised very 
decidedly. 

Improved conditions have increased the revenues of the state 
very considerably but have not been sufficient to enable the state 
to meet its appropriations in full. Particularly, funds are lacking 
to meet the appropriations for education and for the various social 
agencies of the state. The Governor is calling a special session 
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of the legislature to convene November 23, 1936, to consider the 
problem and to find a solution to it. Prominent among the rev- 
enue measures which have been advocated are proposals for the 
imposition of a sales tax or a gross receipts tax in some form or 
other. These proposals usually provide that homesteads up to a 
market value of $2000 or an assessed value of $1200 shall be 
exempted from the state advalorem tax. The question of repeal 
and the institution of some type of liquor control will very likely 
come before the legislature. There are also some proponents of 
revising the income tax law so as to lower the exemptions and 
to increase the rates in order to produce larger revenues. Opposed 
to most of these proposals is a strong economy group which will 
probably fight any increase in taxes except those which may arise 
from the legalized sale of liquor. 
University of Alabama. H. H. Cuapman. 


FLORIDA 


The Southeastern Planning Conference, sponsored by the Florida 
State Planning Board and the Fourth District National Resources 
Committee, was held in Jacksonville, Florida, October 12 and 13, 
1936. The discussions centered around planning and the possi- 
bilities of developing the resources of the southeastern section 
of the United States. Other topics, such as education, tax delin- 
quency, and interstate cooperation were included in the agenda 
ofthe meeting. The Florida Chapter of the American Planning 
and Civic Association held an informal meeting at the same 
time. 

The ‘‘Florida Today’’ Business Conference of the Florida State 
Chamber of Commerce is scheduled for November 30, 1936, in 
West Palm Beach, Florida. The subjects to be discussed include 
agriculture, marketing, the citrus industry, economic opportuni- 
ties, real estate problems, the tourist industry, and the prospects 
of the period ahead. 

Tampa, Florida, is now (November 19) playing host to the 
convention of the American Federation of Labor. The convention 
sessions are being watched closely as an event of national signifi- 
cance not only because of the internal dispute of craft vs. industrial 
unions but also because the expected statement of aims and policies 
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will indicate the Federation’s position with reference to national 
economic policies. 

An unusually heavy citrus crop has resulted in the application 
of shipping limitations in accordance with the marketing licenses 
administered by the AAA. The prevention of severe price de- 
clines has resulted in a favorable reaction to this program on 
part of most growers. There is agitation, however, to permit the 
proration of shipments on the basis of grades rather than on the 
basis of total volume alone as is done at present. 

University of Florida. Roxanp B. Eutster. 


GEORGIA 


The elections of November, 1936, were of considerable local 
significance in the state of Georgia. Several proposed amendments 
to the state constitution were on the ballot, the most important 
of which was one providing for tax rate limitation. Under the 
terms of the proposed amendment counties, school districts, and 
municipalities would have been permitted to levy a maximum tax 
rate of 5 mills each on tangible property and a 5 mill maximum for 
all three on intangibles. The amendment was overwhelmingly 
defeated to the satisfaction of those who feared that an even more 
inequitable tax system (adoption of a general sales tax) and a 
further curtailment of necessary local expenditures, such as for 
schools, would have resulted if the amendment had been adopted. 
As is usual in such matters, organized real estate interests favored 
the adoption of tax limitation, while local government officials, 
the schools, mercantile groups, and others opposed the measure. 
The amendment was defeated. 

It is interesting to note that the state Supreme Court recently 
upheld Governor Talmadge in two cases challenging the Gover- 
nor’s ‘‘financial dictatorship’’ of the state during the past year. 
This situation was discussed in detail in a previous issue of the 
Journal. 

The prospects for the adoption of social legislation in Georgia 
conforming to the requirements established in the federal Social 
Security Act seem favorable at the present time. It is practically 
certain that the General Assembly will pass an old age pension 
bill as its session in January, 1937. Whether other types of social 
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legislation contemplated in the federal law will be adopted remains 
problematical. Irrespective of the relative merits of social secur- 
ity legislation, the constitutional issue will undoubtedly arise. 
State political leaders who are favorably disposed toward such 
legislation are already talking about a constitutional amendment 
to broaden the taxing and spending power of the state. It is not 
without significance, however, that within recent years the Su- 
preme Court of the state upheld a state income tax law on the 
basis of a liberal construction of the taxing power granted by the 
state constitution. 

A movement that should prove interesting to Southern eco- 
nomists is now under way in the bed-spread industry of northern 
Georgia and near-by areas in Alabama, Tennessee, and North 
Carolina. An attempt is being made to organise these workers. 
It is said that probably forty thousand people are employed in the 
industry. A significant feature of the industry is the fact that 
the old putting-out or domestic system still persists on a wide 
scale. This factor will undoubtedly prove a barrier, although 
not necessarily an insuperable one, to effective collective bargain- 
ing. 

University of Georgia. J. R. Huser. 


MISSISSIPPI 


Government-in-business has been endorsed on a broad scale by 
the Mississippi legislature in its passage of the so-called Balance 
Agriculture with Industry Bill. Governor Hugh White, himself 
a leading industrialist of the state, offered ‘““‘BAWI’’ as a cardinal 
plank in his campaign platform and called an extraordinary ses- 
sion of the legislature in September to adopt the program. 

Under the act the voters of any municipality, county, or super- 
visor’s district, with permission of the newly created State Indus- 
trial Commission, may elect to sell bonds for the purpose of ac- 
quiring, constructing, owning, leasing, or operating industrial 
enterprises. Action must be initiated by a petition bearing the 
signatures of 20 per cent. of the qualified electors of such a govern- 
mental entity. The industrial commission is then instructed to 
determine whether the local community ‘‘has sufficient natural 
resources, available labor supply, adequate property values, and 
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suitable financial conditions to permit it to acquire such enter- 
prise,’’ and if two of the three members of the commission decide 
favorably, it may issue ‘‘a certificate of public convenience and 
necessity."’ Then an election must be called in the municipality, 
county, or supervisor's district. For the project to be adopted, 
a majority of the qualified electors must cast ballots and two-thirds 
of those voting must approve the undertaking. When the enter- 
prise involves a county or supervisor's district, the vote must be 
computed separately for the town or city in which the plant would 
be located, and a two-thirds majority must vote favorably both in 
the municipality and in the remaining area involved. 

Whether ““‘BAWI’’ will ever get into practice remains at the 
moment problematical. No community has yet(Nov. 18th) under- 
taken to muster sufficient voting strength to authorize one of the 
bond issues, and some politica] observers feel that this step in the 
process will prove to be an impossible one. 

If any electorate does endorse one of the enterprises, the consti- 
tutionality of the act is virtually certain to be challenged before 
the bonds can be issued. The measure appears to be at variance, 
not only with the federal ‘‘due process’’ clause, but also with 
similar provisions in the state constitution; yet Governor White 
has repeatedly announced that the bill was drafted with the ad- 
vice of competent students of constitutional law, and several of 
the state’s foremost attorneys have expressed a belief that the act 
can be made to stand. 

Militant opposition on economic grounds has not been lacking. 
It has been shown that an influx of industry would find the state 
very poorly equipped with legislation to resist oppression of labor, 
and that marginal industries might remain temporarily solvent 
only by taking advantage of this fact. The state has no kind of 
workmen's compensation law, and its mild regulations of plant 
sanitation, child labor, and women in industry are without 
provisions for adequate enforcement. 

It has also been argued that where legitimate opportunities for 
industrialization exist, private initiative will provide the momen- 
tum, and that projects that have been spurned by private capital 
are likely to be operated under ‘‘BAWI’”’ either (1) by government 
at a loss, or (2) by private management under leases which by 
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their favorable terms become in reality subsidies. It is generally 
contemplated that the arrangements will be of the latter sort. 

It can be doubted, however, whether capital now flows into 
Mississippi industry as freely as the prospective profits justify. 
The state appears to be particularly deficient in capital accumulated 
through local savings. Outside funds may be deterred from en- 
tering the state either (1) by insufficient acquaintance with local 
conditions, or (2) by commitments already made in fixed assets 
elsewhere. In the first case, a municipality might actually be 
able to service its bonds out of industrial income. In the second 
case, a municipality, while it should be equally as chary as private 
initiative of the effects of increased production on price, might at 
least be justified in constructing a building and offering to lease it 
on such attractive terms that an out-of-state firm would move its 
machinery to the state. The advantages that inhere in the pres- 
ence of industry would have to be sufficient to offset the loss sus- 
tained by taxpayers. Obviously these tactics would work injury 
to certain out-of-state communities, and might incite reprisals. 

Much would depend on whether the State Industrial Commis- 
sion would and could be sufficiently discriminating in granting 
approval to enterprises. 

University of Mississippi. McDonatp K. Horng, Jr. 


NORTH CAROLINA 


The leading industry in the state (tobacco) had a good year in 
1936. Up to November 1 tobacco farmers had received over 
$76,000,000 for their crop, while collections of internal revenue 
in the state (nearly all on cigarettes) for the quarter ending Sep- 
tember 30 were the highest of any quarter on record, reaching 
almost $84,000,000. 

An analysis of the sales tax returns for the year ending June 30, 
1936, shows that five of the 100 counties of the state—Guilford, 
Mecklenburg, Forsyth, Buncombe, and Wake—paid $2,946,708 
of a total of $10,184,302, or almost 30 per cent. 

Finances will again provide the principal problem for the legis- 
lature which convenes this month. During the present year the 
state is operating on a budget of approximately $59,000,000. The 
prospects are that revenues will provide this amount with some 
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surplus. During the preliminary budget hearings in October and 
November state agencies requested appropriations amounting to 
approximately $73,000,000 annually for the next biennium. In 
addition it is estimated that it will cost the state around five mil- 
lion dollars annually to participate in the federal social security 
program. On the revenue side, the Democratic Party is pledged 
to repeal the sales tax on “‘necessities,’’ which would reduce the 
revenue from this source from two to three million dollars. 

According to an announcement of the state director of the Na- 
tional Emergency Council, the total of loans, grants, allotments, 
and payments made in the state by federal emergency agencies 
between March, 1933, and September, 1936, was $323,522,973. 

In the November election the five constitutional amendments 
submitted to the people were adopted by substantial majorities, 
although only a little more than one-half of the voters took the 
trouble to mark their ballots on these questions. Four of the 
five involved public finance. The one permitting the legislature 
to exempt from taxation homesteads occupied by their owners to 
a possible maximum of $1,000 received the largest majority. If 
the legislature orders the full maximum exemption, local govern- 
ments which alone tax property in this state may be seriously 
embarrassed by the sharp reduction in assessments and the conse- 
quent increase in the tax rate. Where local units are in difficulty 
with their debts it may precipitate legal and administrative prob- 
lems concerning tax levies for debt service. One argument in its 
favor is that it will tend to correct the regressive nature of the 
property tax caused by the fact that small pieces of property are 
usually assessed at a higher percentage of true value than large 
ones. 

The amendment limiting the amount of debts that state and 
local governments may incur to two-thirds of the indebtedness 
which they have retired in the previous fiscal period, except upon 
a vote of the people, will operate very unevenly upon different 
units and upon the same unit at different times. In the long run 
it will probably prove unsound and be the cause of many special 
elections to no good end. Past experience has indicated that the 
vote of the people is not a desirable check on borrowing. 

The amendment to increase the maximum income tax rate from 
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6 per cent to 1o per cent is a desirable change, although it may 
not prove very important in producing additional revenue. 

The amendment to permit the classification of property for 
purposes of taxation has long been needed. It is hoped that the 
legislature will use its authority under this amendment in the 
near future to segregate both intangibles and timber lands from 
the general property tax. 

Announcement was made recently by the Resettlement Adminis- 
tration that 74 tenants had already been established on small farms 
of their own in the state and that options on 146,800 acres of land 
had been accepted for Resettlement Administration projects. 

Duke University. B. U. Ratcurorp. 


SOUTH CAROLINA 


Merit examinations to qualify the personnel of the South 
Carolina Employment Service were held during the latter part of 
October. Personal interviews for those passing the examinations 
were given during the two weeks, December 7-19. Approxim- 
ately 1600 individuals took the examination. The positions for 
which tests were given ranged from stenographer and clerk to the 
Director of the Employment Service. 

The merit examinations were administered through the Univers- 
ity of South Carolina. Dr. $. M. Derrick, professor of Economics 
at the University, acted as Special Representative of the Federal 
Employment Service. 

The new Employment Service is under the direction of the South 
Carolina Unemployment Compensation Commission. It is de- 
signed to supersede the National Reemployment Service now in 
operation in South Carolina. 

In the general election of November 3, the voters approved by 
a vote of ten to one the proposed amendment to the state constitu- 
tion, permitting the state to provide for needy, dependent children 
under the age of sixteen; for the blind; and for needy individuals 
who have attained the age of sixty-five years. This amendment 
makes possible codperation in the federal social security program. 

The South Carolina Conference of Social Workers held its annual 
meeting in Columbia, S$. C., November 6-7. The theme of the 
conference was social security. Among the speakers were Mr. 
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B. S. Ashe, Regional Director of the Social Security Board; Miss 
Joanna Calcord, of the Russell Sage Foundation; Mr. Clarence 
King, of the New York School of Social Work; and Miss Ruth 
Blakeslee, of the Social Security Board. 

Announcement was made in October of the establishment of a 
large paper pulp mill at Georgetown, S. C., by the Southern Kraft 
Company. The investment will be approximately eight million 
dollars. It is estimated that the mill will employ from four to 
five thousand workers, and will use local timber exclusively. 
Present plans call for completion by October, 1937. 

The West Virginia Pulp and Paper Company has begun work on 
a new pulp and paper mill in Charleston, S. C., representing an 
investment of five million dollars. These two new enterprises 
represent the most significant economic developments in coastal 
South Carolina within the past twenty years. 

University of South Carolina. S. M. Derrick. 


TENNESSEE 


Consistent trends toward economic prosperity for Tennessee are 
found in the reports and press releases of the past few months. 

Field crops and livestock production for 1936 have an estimated 
value of $205,500,000, a gain of $23,000,000 over the 1935 valua- 
tion, notwithstanding the fact that the University of Tennessee 
Extension Service and the Department of Agriculture report a 
drought damage this year of approximately $50,000,000. 

Wholesale trade, according to the State Planning Commission, 
will reach a volume of some $600,000,000 for 1936. This figure 
is more than 60 per cent of the 1929 peak, in which year Tennessee 
led 10 Southern states. 

From the Federal Deposit Insurance Corporation comes the 
information that 306 banks in Tennessee with aggregate deposits 
of $443,000,000 are now insured under the FDIC. Since the 
corporation went into operation it is reported that only four banks 
in Tennessee have been closed; 98 per cent of the depositors of these 
banks have suffered no loss. ] 

The National Reemployment Service states that the number of 
employees placed in 1936 through their Tennessee organization 
has recently reached a total of 8,818. The direct relief load in the 
state has dropped in recent months 
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Encouraging also is the report of the Resettlement Administra- 
tion that of the $1,118,000 loaned to some 6,000 Tennessee farm 
families, a total of $216,000 had already been repaid by November 
1st. This payment represented more than 80 per cent of the 
amount due to be paid by the end of the year. 

November witnessed the climax of a hard-fought battle for the 
governorship, with Gordon Browning the successful contestant. 
The people of the state expect an energetic administration. Among 
other items, the program promises full cooperation with the 
federal government in plans for the conservation of natural re- 
sources. 

A park and recreational program will be more fully developed. 
Cooperation in the social security program is also contemplated. 

In order to secure a more efficient and economical government a 
considerable amount of administrative reorganization within 
state governmental departments will be undertaken. A merit 
system for the rank and file of state employees is promised. Al- 
though pledged to economy Governor-elect Browning is aware of 
the need for additional revenue to meet the needs of social security 
and education. Much of this income he expects to obtain through 
a better administration of the present revenue laws. Other addi- 
tional revenue may be expected as a reflection of improved eco- 
nomic conditions. Beyond these there will also be the necessity 
for new sources of revenue, that are as yet not clearly defined. 

As the legislators assemble for the 1937 session we will be re- 
minded of the ‘‘collapse of distance’’ between the capital and all 
parts of the state. A modern, well-equipped airport has been 
dedicated in Nashville, making it possible for legislators to report 
for duty by airplane from the most distant city of the state within 
100 minutes. 

There will be much interest in the success of Tennessee’s first 
road in which cotton is used as part of the base. This road is now 
under construction on Route 48 in Dickson and Montgomery 
counties and no doubt will be observed by many persons traveling 
to Nashville during the coming legislative session. 

The Southern Economic Association voted to hold its 1937 
annual meeting in Knoxville. 

Tennessee Valley Authority. T. L. Howarp. 
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VIRGINIA 


On June 30, 1936, the Institute for Research in the Social Sciences 
at the University of Virginia completed the first decade of its 
history. The Institute had its beginning as the result of a grant 
made by the Laura Spelman Rockefeller Memorial in 1926. Such 
aid has been twice renewed on a declining scale by the Rockefeller 
Foundation, the University’s contribution increasing proportion- 
ally. In 1934 and again in 1936, the General Assembly of Vir- 
ginia made a considerable appropriation specifically for research 
at the state university. 

During the first ten years of its existence the Institute has aided 
professors in the various social sciences at the University to pur- 
sue the research which most interested them. Already twenty-six 
volumes, covering a wide field of subjects, have been published. 
Two other studies are now on the press and sixteen more are well 
on their way to completion. 

As the result of grants made by the Council of the Institute on 
November 9, 1936, six new projects have been approved. Profes- 
sor Wilson Gee, Director of the Institute since its beginning, will 
make a study of Research Method and Procedure in the Social Sciences. 
Professor George T. Starnes will go to England to study the Func- 
tioning of the British Wage Boards since the War. Dr. Leland B. 
Tate, Instructor in the Department of Rural Social Economics, 
will make a comprehensive study of the small towns in Virginia. 
Professor George W. Spicer of the School of Political Science will 
undertake a study of Recent Trends in County Government. In the 
field of history Professor T. Cary Johnson will begin a study of 
The Life and Work of William Walker, 1824-1860, and Professor T. P. 
Abernethy will start work on A History of the People of Virginia. 

Through the cooperation of the Rockefeller Foundation there 
has been established at the University of Virginia a Bureau of 
Public Administration. One of the major objectives is to at- 
tempt to bridge the gap between research in the universities and 
the planning and advisory agencies of the state. It is also to serve 
as a liaison and clearing agency in the avoidance of duplication of 
effort, in the better integration of research activities, and in the 
promotion of cooperation among all research agencies in the field 
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of public administration in Virginia. It is hoped that such agen- 
cies as the Commission on County Government, the State Plan- 
ning Board, the League of Virginia Municipalities, and the Gov- 
ernor’s Advisory Legislative Council will make use of the Bureau 
to integrate their research programs. 

The new Bureau has already had a number of research projects 
submitted to the Advisory Council for approval. The Director 
has taken steps to ascertain the research interests of specialists in 
the colleges and universities in Virginia. 

University of Virginia. G. T. Starnes. 
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PERSONNEL NOTES 


Frank DeWitt Alexander, who has been doing graduate work in 
sociology at Vanderbilt University, is now on the staff of the 
Research Section, Social and Economic Division of the Tennessee 
Valley Authority. 


T. C. Bigham of the University of Florida was elected vice- 
president of the Southern Economic Association at the recent meet- 
ing in Atlanta, Georgia. Dr. Bigham will have charge of the 
program for the next annual meeting. 


Alfred C. Bishop, a graduate of the University of Virginia, is 
acting as instructor of Economics at the University of Chattanooga 
during the leave of absence of Lionel J. Silverman who is attending 
the University of Pennsylvania for graduate study. 


Miss Gladys Boone, Professor of Economics at Sweet Briar 
College, spent the summer in Europe studying the codperative 
movement in England, Denmark, and Sweden. 


Daniel Borth, Jr., has been made Assistant Director of the 
Bureau of Business Research at Louisiana State University. 


M. R. Brewster and J. E. Hedges of Emory University recently 
completed a research project under the Works Progress Adminis- 
tration. The investigation dealt with the effects of federal bene- 
fits on the national economy. It was one of five studies carried 
on in various parts of the country and was confined to one county 
in the state of Georgia which was assumed to be fairly typical of 
rural communities. 


S. A. Caldwell of Louisiana State University has been appointed 
Acting Dean of the Northeast Center of Louisiana State University 
at Monroe, Louisiana. 
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A. Stuart Campbell of the University of Florida recently began 
an economic study of the naval stores industry. This study was 
undertaken at the request of, and is being done in collaboration 
with, the United States Forest Service. 


H. C. Cobb has resigned his instructorship in Secretarial Science 
in the Woman's College of the University of North Carolina to 
accept a position in the Whitewater, Wisconsin, Normal College. 


Kenneth Dick from Idaho has been appointed instructor in 
Accounting at Louisiana State University. 


Clement H. Donovan has resigned as assistant in the Depart- 
ment of Economics and Commerce at the University of North 
Carolina to accept a position in the Research Division of the 
Tennessee Valley Authority in Knoxville, Tennessee. 


Robert H. Gray has accepted a position as instructor of Eco- 
nomics and Commerce at Washington and Lee University. 


Percy L. Guyton is on leave from Mississippi State College dur- 
ing the present year and is doing graduate work at Duke Univer- 
sity, where he holds a graduate fellowship. 


T. F. Haygood of the University of Louisville was elected vice- 
president in charge of membership of the Southern Economic Asso- 
ciation at the annual meeting in Atlanta last November. 


Clarence Heer of the University of North Carolina has been 
serving as research consultant with the National Resources Board. 


John T. Holdsworth of the University of Miami has contributed 
the introduction to Volume VI of the twelve-volume work 
World Epochs, recently published by the Press Syndicate, Inc. 


Calvin B. Hoover of Duke University was elected president of 
the Southern Economic Association for the year 1936-1937 at 
the recent annual meeting in Atlanta, Georgia. 
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T. L. Howard of the Tennessee Valley Authority was elected 
vice-president in charge of research of the Southern Economic 
Association at the recent annual meeting. 


Clyde Humphrey has recently assumed an instructorship in 
Secretarial Science in the Woman’s College of the University of 
North Carolina, having resigned a similar position in the Western 
Carolina Teachers College. Mr. Humphrey is secretary of the 
Southern Business Education Association, which held its annual 
meeting in November, 1936, at Knoxville, Tennessee. 


D. Clark Hyde of the University of Virginia was reelected secre- 
tary-treasurer of the Southern Economic Association at the annual 
meeting in Atlanta in November. 


Benjamin B. Kendrick, Professor of History at the Woman's 
College of the University of North Carolina, is serving as con- 
sultant for the Research Section, Social and Economic Division of 
the Tennessee Valley Authority in its regional planning program. 


James W. Martin, Commissioner of Revenue of Kentucky and 
Director (on leave) of the Bureau of Business Research of the Uni- 
versity of Kentucky, recently addressed the Louisville chapter of 
the National Tax Association of Cost Accountants on the account- 
ing provisions of the new Kentucky income tax law compared with 
those of the federal law. 


J. R. Miles of Nebraska has been appointed instructor in Eco- 
nomics at Louisiana State University. 


J. G. Nelson has resigned his position with the Transportation 
Division of the State of Washington to become Acting Professor 
of Economics and Director of the Evening School of Business Ad- 
ministration in the University of Richmond. 


J. H. Springer, formerly of Stanford University, has been ap- 
pointed instructor of Economics at Duke University and is teach- 
ing Business Law and Statistics. 
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W. Mackenzie Stevens has returned from China, where for the 
past two years he has acted as Advisor to the National Economic 
Council of the Republic of China and as Professor at the University 
of Nanking. He has resumed his teaching duties in the College 
of Commerce at Louisiana State University. 


Elbert S. Wallace is on leave from Mississippi State College for 
the present year. He is teaching and working on his dissertation 
at Duke University. 


Arthur Weimer of the Georgia School of Technology was 
granted a leave of absence for the current year to continue his work 
with the Division of Economics and Statistics of the Federal 
Housing Administration in Washington. His position is being 
filled by Professor Lyle Bryant formerly of the University of 
Chicago, the Tennessee Valley Authority, and the Works Progress 
Administration. 


Weldon Welfling has recently assumed the instruction in Money 
and Banking and Corporation Finance at Duke University. 
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